\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\ |

02036842

APR 2 9 2002

MaY 2 1 2002

THOMSON

Ambassadors

GROUP, I NC

., Annqmal Report



F@[F @ new @@mp@m%

W/@ have @ H@@g @nd

mpf(%@ ve hﬂgﬁ}@fy =» Lo

 thidy-eight years @md T
e ﬂl@ @@. citizen Amb@gg@d@wgg
N ,, y@@mg cmd @Hd B

* who have acespled

@ PAl SSB@@ @{F

Umd@rgﬁ}@ m@ﬂ | -




@Amﬂ@@gg@d@ﬁg Groum, Ine-

Financial Highlights e

Gross Revenue

$120,000 - ! ] 997 1 998 ]] 999 2@@@ 20@1]
100,000
80,000 Gross Revenue  $60,245 = $67,448  $71,555 $107,813  $116,299
£0/0% Operdfing Income 8,833 10415 9,218 15329  18,430*
40,000 Pro-forma 2001*
20,000 ~-d
Prefoxincome 8,723 11,082 10,033 16872  20,584*
Netlncome 5,743 7,470 6,701 11,056  13,277*

Pro-forma 2001*

Operating income Total Assets 21,357 26,259 49,398 81,142 46,123
$21,000| e Total Liabilites 8,022 8,497 14,764 27,588 21,284
18,000

Total Shareowners’ Equity 13,335 17,762 34,634 53,554 24,839

* 2001 Operating income, Pre-Tax Income, and Net Income reflect results of operations
excluding a write-down of intangible assets, net of fax effect.
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Dear Fellow Shareowmner:

Doing business in 2001 seemed, in many
ways, as if Ambassadors were running a
grueling triathlon. Though we had trained
and prepared for each type of event—expo-
nential growth, crisis management, retooling
and recovery—we were tested at every turn.
And at each bend in the road, we found new
strength, new skills, new hope.

Qur first event—iraveling 28 percent more Stu-
dent Ambassadors in 2001 than in 2000—
found us expanding our programs, adding
associates (employees), fine-tuning our mar-
keting efforts and more. We hit our stride and
held it for a good two-thirds of the race.

The second event—responding to the terrorist
attacks of September 11—is no doubt the
greatest challenge we've faced in our 40-year
history. The events stunned us personally, as
proud and compassionate Americans, and
professionally, as an organization operating in
the industry most impacted by the assault on
our nation. Facing an uphill course, we acted
immediately.

Qur third and final event—charting and run-
ning a path of recovery—took shape in the
weeks and months following September 11.
In many ways, we continue this portion of the
triathlon today.

As we ran this race, we also prepared to “spin
oft” from our parent company, Ambassadors
International. This was no small feat, but the
prospect of becoming a stand-alone company
is powerfully motivating.

The year 2001 held no “business as usual” for
Ambassadors. Let me share the story of our
most challenging year ever.

From 14,653 to 18,760
Student Ambassadors

For the 10th year in a row, we traveled more
Student Ambassadors than in the previous year.
Qur increase of 28 percent, or roughly 4,100
students, was one of our biggest to date.

Our contfinued growth resulted from several
factors, including a distinct brand heritage,
a world-class product, and marketing
innovations.

Always striving for new ways to build upon our
People to People heritage, we invited our 2001
Student Ambassadors to apply for special cor-
respondent positions. Some of our outstanding
students would cover their overseas adven-

]

We are always striving for
new ways to build upon our

strong heritage.

tures as global reporters. A correspondent’s
piece could take any form—photos, words,
poetry, Web sites and/or video—in answering
the question, “How does our program impact
the world2”

The results were outstanding. Correspondents
showed how we put students into situations
where they can grow as individuals, meet new
friends, and make the world a better place
along the way. Such grass-roofts efforts result in
excellent word of mouth and add value to the
brand.

We found innovative ways to develop stronger
ties with our audience of current, potential and
past delegates through direct marketing. Built
upon many experiences with our programs
and our people, these relationships are not
easily duplicated. We continue to seek new
approaches to communicate in a more com-
pelling, concise and timely manner via mail,
e-mail and the Web.

At the end of August, our organization had
realized a new peck. Prospects had never
looked better. During the first week of Septem-
ber, we celebrated our success and rolled out



a three-year stretch plan for continuing to hire
and recruit outstanding people, enhancing our
growth and improving our product quality.

A Business Caught in the Wrong
Place at the Wrong Time

What more can be said about that horrific act
of 9.112 The mainland of the United States was
attacked by international terrorists and the situ-
ation played out on national television. More
than 3,000 lives were lost. The most promi-
nent symbol in our greatest city was completely
destroyed. President Bush had to be flown to
a safe haven. Our air transportation system
was closed for five days. The New York Stock
Exchange was closed for a week. The nation
had experienced nothing of this magnitude
before.

Qur shock, sadness and sorrow at all the loss
of life, injury and devastation were unprece-
dented. Americans will never forget the victims
of 9.11, or the touching stories of personal suf-
fering and newfound heroism.

As we faced reality, President Bush urged the
nation’s return to work. We needed to pursue
the freedoms we all hold dear. The business life
of the United States had to move forward.

But we were caught in the wrong place ot the
wrong time: selling international travel pro-
grams through the mail primarily to junior high
and high school students on the heels of air
travel disaster and in the midst of the anthrax
threat. Our immediate future looked very grim.
Very grim.

Regaining Qur Stride

We responded like the outstanding team that
we are, enrolling more than 15,000 delegates
for the 2002 travel year following the events of
9.11. We remain cautious, yet forward-think-
ing, given the state of the world. Our product’s
vulnerability to international events did not
surprise us. The strength it derives from peace-
ful missions with the possibility to change the
world did surprise us. Our programs afforded
us timeliness and timelessness.

1]

We have used this unusual
time to re-evaluate all of
our major processes and find

better ways of operating.

We began to chart and run our course of
recovery the morning of September 11. We
established a command center and formed
new teams within our company to focus on dif-
ferent action areas. For example, what can we
do for our delegates trapped overseas? How
should we adjust our marketing? What needs
to be communicated to whom? And when?
What is the right size for our company in this
climate? How are our customers feeling? How
are our competitors responding?

Immediately after 9.11, we assessed where
we were in the marketing cycle of each of
our product lines. For our largest product, Stu-
dent Ambassadors, 9.11 could not have hit
ot a worse time. Our marketing resources
were committed, but our travelers were not.
Where possible, we made adjustments. Hun-
dreds of adjustments. On a very compressed
timeline. The results speak for themselves: for
the summer of 2002, barring additional world
events, we expect to travel our second-highest
number of Student Ambassadors ever.

QOur other key products, Sports Ambassadors
and Professional Programs, were at a very dif-
ferent point in their marketing cycles. Resources
had not been committed to the same degree,
so we opted to put as much distance as possi-
ble between 9.11 and the initiation of our mar-
keting for these products. One consequence of
this decision was losing a portion of our mar-
keting season, which will result in fewer dele-
gates on these programs in 2002.

At the same time, we rightsized the company
as quickly as possible. In early October, we
implemented a reduction in force of almost




30 percent. This is tough medicine for a service
company such as ours, but we realized that
the reduction in force, revised marketing cam-
paigns and new atitudes created a number of
opportunities for us.

To take advantage of the new environment,
we initiated a number of programs aimed at
maoking us a stronger organization: efficiency
efforts, delegate relations, and looking under
every rock for new opportunities. For example,
we began a comprehensive program to involve
every single person directly in the marketing
process. Each associate—from the CEO (mel)
to the software specialists—was entisted to call

[ made a promise:
We will change the lives of

our delegates.

ot least 40 potential delegates every single day
for six weeks. Not only did this help boost our
sales success, but it also gave many associates
a fresher, more accurate picture of the dele-
gate needs, desires and decision-making pro-
cess. Change creates opportunity.

We have also used this unusual time to re-
evaluate all of our major processes to find
better, faster and/or more affordable ways of
operating. To fulfill this concept, we armed our
associates with a red flag—literally—and are
requiring them to throw the flag (once and
only once) ot a process they think could be
improved. The philosophy is to “do it right,” or
do not do it at all.

So instead of merely treading a road to recov-
ery, we emerged a stronger, more efficient and
dedicated organization. This bodes well for us
os an independent company after our recent
spin-off.

The spin-off also forced us to reduce our cash
reserves, although we believe that we have
enough for the road that lies ahead. We were
also compelled to thin down our balance sheet
by realizing a goodwill impairment in the 4th
quarter of 2001. As a result of 9.11 and its
aftermath, the goodwill from several of our
recent acquisitions had to be written down.

But these clouds have a silver lining. Going for-
ward, we are placing a greater emphasis on
our return on equity, and the reduction of cash
and goodwill will help us improve that ratio
immediately.

2002 and Beyond

We believe that we have weathered the worst,
but the change will not stop. This year, 2002,
marks the beginning of Ambaossadors Group,
Inc.: a new company—strong growth pros-
pects, a dynamic organization, highly moti-
vated associates, and more than 30 yeors of
operating history.

At the end of 2001, | made a promise
to all of our associates about their time at
Ambassadors:

* Change is a constant

*  Global events impact our company

*  We will learn and develop every year

*  We will completely change the lives of

many of our delegates

in other words, it is never business as usual
at Ambassadors. And | want to thank all of
our hard-working and dedicated associates for
sharing the Ambassadors ride with us. | am
proud fo be a part of this team.

Ji, 0.

Jeffrey D.Thomas
President and Chief Executive Officer



Shari Abrams
Rachael Aguillon
Pat Allen

Debra Arthur
Anna Atencio
Ralph Baard
Olga Baron
Shawn Barrett
Tim Bell
Douglas Bethel
Bill Bland

Marc Bright
Heather Burford
Kevin Campbell

Marisa Grenell
Kim Gruman

Bill Haight

Margi Harrington
Ann Haseman
Darin Hayes
Debbie Helfenstein
Marcia Hillestad
Joel Hoadley
Pamela Horney
Michael Houbrick
Megan Hulsey
Sara Jess

Donna Johnson

]

Kelli Organ
Chris Osborne
Liat Parker
Sharon Parker
Marian Pedrick
Kristi Powlison
Deena Rataezyk
Rob Rector
Paula Rhodes
Cheryl Rogerson
Dawn Rosa
Sarah Rosman
Sharon Rumley
Chris Ryan

We are deeply grateful for all of the associates who helped

us make the most of a challenging year. Your hard work,

adaptability, ingenuity and devotion energize this company

and enrich our delegates’ lives. And so, we honor you on this

page as individuals and as a team. Thank you.

Deborah Carroll
Gail Caudill

Paul Chapin
Cora Christensen
Chris Clark

Linda Clevenger
Molly Cline
Winfield Cline
Ken Copenhaver
Susannah Cornelius
Elaine Costigan
Kathleen Cotsford
Amy Crider
Stefani Currer
Keith Currie
Dawn Davis
Chris Eddy

Cheri Edwards
Gloria Edwards
Ben Erickson
Robert Folie

Ann Fried
Jeannie Fuhrmann
Keri Fuller
Komala Gaddam
Jody Gentemann
Lee Gillis

Ron Goddard
Linda Goodrich
Tom Grant

Molly Johnson

Kelli Jones

Meredith Juncker
Kelly Kadlec

Carol Kimsey
Stephanie Klaas

Erin Koerper

Steve Kokkinen
Brandi Lamon
Rhonda Lashbrook
Janet Lorentz
Yvonne Lucero
Kathleen Macleod
Carol Manion
Brenda Mathews
Katy Mattana
Colleen McCann-Lillie
Will McDowell

Allan McEachern
Jeanne McKelvy
Valerie Meinen
Martina Meinke-Tyler
Shirley Meredith
René Miller

Nicole Mitchell
Diane Moore-Critchlow
Derek Moss

DeAnna Myers

Stan Nelson

Pat O'Gara

MaryAnn Sanders
Theresa Sargent
Betty Seehorn
Willy Sennott

Peg Sestero

Kate Shane

Janet Siegel
Frances Simmons
Laura Steele
Tammy Stewart
Marty Stone
Norma Swain

Jeff Thomas
David Toney

Judy Travis
Yvonne Trudeau
Andrew Url
Mindy Veltkamp
Jack Vines
Barbara Wagoner
Michael Wahistedt
Kellie Warwick
Dorothy Washburn
Stephanie Wear
Beau Webber
Kristi Wheeldon
Katrina Whitley
Darla Williams
Heather Wiser




e Wiivdvhiho Vi \JU'\JlC’llUCI Fl, &VV I, ofuvlitica e
world with their ferocity and their magnitude,
reminding all of us that hatred has the power to

@ Am b ass a“ g threaten our daily lives. While our nation recovers

ond our government pursues the perpetrators, we
M
Group, Ine.

of the Ambassadors Group are doing what we have

always done. We are paving the way for peace.

September 11 represents a setback, but
also an opportunity.

President Eisenhower had encountered hatred at close
range, commanding Allied forces in Europe and North Africa
during World War Il. The pain of this experience was evident
when he said, | hate war as only a solider who has lived it
can, only as one who has seen its brutality, its stupidity.”

Not content to accept war as a constant, Eisenhower placed his
hope for the future in the hearts of American people, trusting

them to discover the common bonds they share with people of other
nations. In 1956, he established the People to People program, in which
he called on ordinary Americans to serve as “citizen Ambassadors” in
trips motivated by intercultural exchange.

We continue to believe in a better future.

Like our founder, we continue to believe in a better future. Crises like that of
September 11 represent setbacks, but they also represent opportunities. Just
as in Eisenhower’s post-war era, the potential today for one person to impact
the world is enormous. Our Ambassadors—student, athlete, and profes-
sional—continue to meet with their counterparts around the globe. And new
Ambassador programs, like the World Leadership Forum in Washington, DC,
o leadership summit in Denver, and
special offerings for college stu-
dents, are giving more Americans a

chance to change their world.

Our programs give Americans
a chance to change their world.

In the wake of the World Trade
= Center tragedy, as Americans turned
" outinthe colors of our flag, one parent informed us that her Student Ambassador daughter

had-proudly worn her People to People polo to school, saying, in effect, “l will do more than
honor my country. | will represent the United States and carve new roads for peace.” When.
we hear of even these small acts of courage and determination, we know that our hope is
well-placed.
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" PEOPLE T O - sible for one of the most memorable expressions

d ever of People to People’s purpose. lt's a Small

P % } ) ] 9 I World, created in 1964, vividly portrayed the mis-

sion with which President Eisenhower had charged
STUDENT AMBASSADOR PROGRAMS

“When I stepped off the plane back home,
I was a totally different person.”

Disney and other notable people at the introduction of his
I “People to People program.” Today, the theme park attrac-

tion is an enduring reminder of the potential for individuals
| to influence international relations through friendships with
people of other cultures.

Every summer, we see Student Ambassadors return home with
their own imaginations fired by their progrom experiences.
Hand-feeding wild dolphins spurs some students to study marine

biology. Sailing to a secluded island off Australia’'s Sunshine

d gfeat minds,

@)

Coast inspires a vision of history from an explorer’s perspective. Rap-
| peling down a cliff face drives some to push their physical limits and
" conquer fears. Living for a few days with a family in another country
" inspires students to consider the life that they take for granted.

Living in another country helps students consider
what they take for granted.

And naturally, the experience of being responsible for luggage and money, and
of forming friendships with 30 near-strangers inspires a ferrific increase in matu-
rity and confidence. One Ambassador realized that “when | stepped off the plane
back in America, | was a totally different person... no longer unsure of myself.”

All of our youth Ambassadors are

- encouraged to formally recognize their Some Ambassadors allow their
" newfound understanding by earning

high school or college credit while travel to change their lives.
they travel. Our special correspondents ot

£ express their new thoughts and feelings in artistic media.

" Some Ambassadors even let their travel experience change their lives, as they grow in
their appreciation of other cultures or pursue international careers. Travelers of a decade
ago still tell us “how the progrom has impacted my life.”

As Disney knew, “our greatest natural resource is the minds of our children.” We are proud to

have opportunities to impress upon those minds the ideal of a small and harmonious world.
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exchanges as a means to thaw the Cold War, we
I find that even in our post-Soviet world, there are
still countless barriers to understanding. A foreign
longuage can be translated by an interpreter, but
language is often the smallest obstacle when people
from two different civilizations come together. Consider

Language is often the smallest obstacle
when people from different civilizations
come together.

the perspective of the Oregon Mental Health Delegation that
traveled to the People’s Republic of China in March 2001. Their
professional journal records the result of a pointed question to
their Chinese counterparts; after “a flurry of chatter in Chinese,”
the group received only a vague answer. They’d struck their first
barrier to open communication.

Eager for a deeper exchange, the Oregon delegates learned to phrase
questions “without causing embarrassment to our hosts.” This respect-
fulness created a forum in which participants
SBPW’LItiOYlS Fould freely discuss the cul_’rurol mores that

influence mental health practices, such as Chi-
crumble during na’s one-child policy and the resultant family

ng adults; the rise in
One-on-one. people Pressure on many young a ;
/ peop addictions and “Internet anxiety” in the U.S.; or

to PGOPle EXCthges- changes in women's roles. As trust was gained,
the separation between American directness
and Chinese dignity finally crumbled, and one-on-one exchanges after the
formal meetings yielded “lively conversations and revealing moments.”

E———

Of course, the goal of Ambassador
programs is not simply navigating cul- Whether the delegates are

 tural barriers fo stimulate the exchange  doctors Orfarmers the desired

of information, although that is an di tinued collaborati
© important first step. Whether the del- ena 1s conttitued cotavoration.

egates are doctors or educators, law-
: yers or farmers, the desired end is continued collaboration. For the mental health

delegation, the promise of long-term Chinese parinerships was high. As they left a med-
ical college in Xi'an, “students eagerly gathered around the delegates, sharing e-mail
addresses, and continuing their informative discussion.”

' Their professional meetings concluded, the Oregon delegates felt “reluctant to leave this
great experience of learning and sharing.” The good news: it doesn’t have to end at all.
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" typically charity or relief work. There are many
other worthy organizations that are meeting the
I needs of the helpless around the world. But we have
| learned the deep impact on our delegates when
~ they witness firsthand the needs of their counterparts.

SPORTS AMBASSADOR PROGRAMS

Burkina Faso is the world’s third least
developed country.

Some are moved to donate funds to help develop the com-
munities they visited. Others take responsibility for helping
an ill child receive medical treatment in the U.S.

On rare occasions, the program itself presents an opportunity
' for giving. During the 2000 Gothia Cup in Sweden, soccer
Ambassadors had the opportunity to donate equipment to the
people of Burkina Faso. This West African country is classed as
the world’s third least developed, with a high populotion density

i¢ed compassion.

ond an agricultural economy crippled by drough’r. Tournament offi-
cials had “adopted” Burkina Faso’s children, even though they were
too poor to enter the competition, and had built soccer fields and club-
houses as alternatives to their rocky fields.

Ambassadors took the shoes off their own feet for the
benefit of African children.

Keith Currie, Sports Ambassador program director, recalls the moment after
the tournament had ended when about 300 Sports Ambassadors and coaches
gothered to present their donations to represen’roﬁves from Burkina Faso. “The
African delegates addressed the group,” Currle scys in English and their nomve
French, fo express “how appreciative they were.”

Some of the American athletes, aged 10 to 19,
cried, feeling the hopelessness that the children SPOTtS Ambassadors
of Burkina Faso knew. And while some had come % :
prepared with soccer balls and shoes from home, truly played a pmjt ”/,l,
many others, says Currie, “donated the shoes oft the g lobal COmlelty-
their feet.” The result: “hundreds and hundreds”

of pairs of shoes and shin guards. Currie still finds

it “difficult to verbalize the impact of seeing the Burkina Faso delegates’ faces” after the
Ambassadors’ show of compassion.

For the Ambassadors’ part, says Currie, they discovered the privilege of “play[ing] a part in the
global community. In doing so, they also learned how fortunate they are to be Americans.”
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Board of Directors and Officers” Profiles

Jeffrey D. Thomas has served as Chief Executive Officer of Ambassador Programs,
Inc., since January 2000 and Chief Executive Officer and President of Ambassadors Group,
Inc., since March 2002. He has also served as Executive Vice President of Ambassador Pro-
grams, Inc., since January 1996 and Chief Financial Officer of Ambassador Programs, Inc.,
between January 1996 and November 1997. Since August 2001, he has been a member
of the Board of Directors of Ambassadors International, Inc., and he has served as that
company’s Chief Financial Officer since January 1996. Mr. Thomas has also served since
1996 as Vice President, Secretary, and Treasurer of Ambassadors Performance Group, Inc.,
a wholly-owned subsidiary of Ambassadors International, Inc. From July 1994 to October
1995, Mr. Thomas was Director of Business Development for Adia Personnel Services, one
of the largest personnel companies in the world. From September 1993 to July 1994, Mr.
Thomas was employed by Contrarian Group, an investment and management company,
and from 1989 to 1993 he was a consultant for Corporate Decisions, Inc., an international
business consulting firm. Since January 2001, Mr. Thomas has served on the management
committee of Off the Beaten Path, in which the Company has purchased a minority infer-
est.

John A. Ueberroth has served as President, Chief Executive Officer, and a director
of Ambassadors International, Inc., since 1995 and Chairman of the Board of Ambassadors
Group, Inc., since March 2002. Since 1989, Mr. Ueberroth has been a principal of Contrar-
ian Group, an investment and management company. From 1990 to 1993, he served as
Chairman and Chief Executive Officer of Hawaiian Airlines. From 1980 to 1989, Mr. Ueber-
roth served as President of Carlson Travel Group. In addition, Mr. Ueberroth has served as
Chairman of the Travel Industry Association of America during 1986 and 1987, and Presi-
dent of the United States Tour Operators Association during 1987 and 1988.

Ma rgaret M. Sestero hos served as Executive Vice President of Ambassador Programs,
Inc., since January 2000. She has also served as Chiet Operating Officer of Ambassador
Programs, Inc., since January 2002, and Chief Financial Officer of Ambassadors Group, Inc.,
since March 2002, Treasurer of Ambassadors International, Inc., since February 1999, and
Chief Financial Officer of Ambassador Programs, Inc., since November 1997. Prior to joining
Ambassadors, from 1988 to 1991, Ms. Sestero was in public accounting and employed by
Ernst & Young, LLP From 1991 to 1994, Ms. Sestero was the Financial Reporting Officer for
Physio-Control Corporation, and during 1994 and 1995, Ms. Sestero was in public accounting
and employed by PricewaterhouseCoopers LLP Ms. Sestero is a Certified Public Accountant.

Brigitte M. Bren has served as a director of Ambassadors International, Inc., since
February 2001 and as a director of Ambassadors Group, Inc., since March 2002. Since
1991, Ms. Bren has served as co-founder, President, and Chief Executive Officer of inter-
national Strategic Planning, Inc., an international business consulting firm specializing in
directing U.S. companies expanding internationally. Since 1999, she also has been of coun-
sel to Arter & Hadden, LLP in its Los Angeles office. From 1993 to 1995, Ms. Bren served as
Vice President of International Marketing/Sales and Vice President of Governmental Affairs
for Mark Goodson Productions.




Jomes L. Easion has served os a director of Ambassadors International, Inc., since 1995
and as a director of Ambassadors Group, Inc., since March 2002. Since 1973, Mr. Easton has
served as Chairman and President of James D. Easton, inc., and Easton Sports Inc., a diversi-
fied international sporting goods company. He is one of only four United States citizens currently
serving as a member of the International Olympic Committee. He also serves as President of
Federation Internationcle de Tir a I'Arc (FITA-International Archery Association), is @ member of
the Board of Visitors of John E. Anderson Graduate School of Management at the University of
California at Los Angeles, and is an Executive Board Member of the Salt Lake City Organizing
Committee and U.S. Olympic Committee.

Rafer L. Johnsomn has served as a director of Ambassadors International, Inc., since
1995 and as a director of Ambassadors Group, Inc., since March 2002. Mr. Johnson is
a World and Olympic recordholder in the decathlon. Mr. Johnson devotes a substantial
amount of his time to mentally and physically handicapped children and adults. He has
been associated with California Special Olympics since its inception in 1969, served as the
President of its Board of Directors for ten years, and currently is Chairman of its Board of
Governors. He has been appointed to national and international foundations and Presiden-
tial Commissions, with a concentration on youth development. Mr. Johnson also is National
Head Coach for Special Olympics International and a member of its Board of Directors,
and, in addition, serves on a variety of special boards and committees in the world of sports
and community services.

Jonhn C. gpéﬁﬁ@ has served as a director of Ambassadors International, Inc., since
1995 and as a director of Ambassadors Group, Inc., since March 2002. He is a director
of American Physicians Network, a manager of cardiology networks. Mr. Spence is also a
director of Catheter Innovations, Inc., a manufacturer of intravenous catheters and ports,
and a director of Endovascular Instruments, Inc., a manufacturer of medical instruments.
Mr. Spence is a member of the Board of Managers of Direct-Link Group LLC, a personal
lines insurance agency, and Chairman of Craig Berkman and Associates, which is the man-
aging member of CB Capital LLC, a venture capital fund. From April 1993 to January 1998,
Mr. Spence was President of AVCO Insurance Services, a provider of credit and credit-
related insurance to financial institutions, and served as its Chairman until his retirement in

April 1998.

ﬂ@%@ﬁ@h J. Ueberroth has been a member of the Board of Directors of Ambassadors
International, Inc., since August 2001 and a director of Ambassadors Group, Inc., since
March 2002. He has also served as President and Chief Executive Officer of Bellport Group,
Inc., one of the largest operators of marina facilities in the U.S., since June 1998. Mr. Ueber-
roth also has served as the general partner and managing member of CGl Opportunity
Fund, a venture capital operating company focused on early stage high growth companies,
since November 2000. Mr. Ueberroth has been a partner and officer of the Contrarian
Group since July 1995,

Richaord D. C. Whilden has served as a director of Ambassadors International, Inc.,
since 1995 and as a director of Ambassadors Group, Inc. since March 2002. Since 1990, Mr.
Whilden has been a principal of Contrarian Group, an investment and management company.
From June 1996 through July 2000, he also served as Chairman of the Board, and from March
1998 to March 1999, he served as President and Chief Executive Officer of GetThere.com (for-
merly known as Internet Travel Network], an Internet software service bureau in which Ambas-
sadors had a minority interest. From April 1993 to August 1994, Mr. Whilden was the Chairman
of the Board of Directors of Caliber Bank in Phoenix, Arizona, and, from December 1993 to
August 1994, he was the Chief Executive Officer, President, and Chairman of the Board of Direc-
tors of the bank’s holding company, Independent Bankcorp of Arizona, Inc. In addition, Mr.
Whilden remained a director of the holding company and of the bank until they were sold in
1995. From 1959 to 1989, Mr. Whilden was employed by TRW, Inc., during which fime he
served as an Executive Vice President from 1984 to 1989.
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Shareowner Information

Board of Directors and Officers, Ambassadors Group, Inc.

Jeffrey D. Thomas, President and Chief Executive Officer

John A. Ueberroth, Chairman

Brigitte M. Bren, Director

James L. Easton, Director

Rafer L. Johnson, Director

Margaret M. Sestero, Secretary, Executive Vice President, Chief Financial Officer
John C. Spence, Director

Joseph J. Ueberroth, Director

Richard D. C. Whilden, Director

Officers, Ambassador Programs, Inc.

Jeffrey D. Thomas, President and Chief Executive Officer
Margaret M. Sestero, Chief Operating Officer

Ralph Baard, Vice President, Travel Services

Susannch Cornelius, Vice President, Sports Programs

Jody Gentemann, Vice President, Marketing Production
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PART [

Item 1. Business
OVERVIEW

The business of Ambassadors Group, Inc. (the “Company” or “Group”) has been active since
Ambassadors International, Inc. (“Ambassadors’™) was founded in 1967. The Company consists of several
specialized private-label travel programs, including (i) the “People to People Student Ambassador Programs”
(“Student Ambassador Programs”), which provide opportunities for grade school, junior high, and senior high
students to visit domestic and foreign destinations to learn about the history, government, economy and
culture of such countries, (ii) the “People to People Sports Ambassador Programs” (“Sports Ambassador
Programs”), which provide opportunities for junior high and senior high school athletes to participate in
domestic and international sports travel programs, and (iii) the “People to People Ambassador Programs”
(“Professional Ambassador Programs™), which provide foreign travel experiences for professionals, with
emphasis on meetings and seminars between participants and persons in similar professions abroad.

Since Ambassador’s initial public offering in 1995, the Company has expanded its operations primarily
through internal growth and two acquisitions of travel businesses. Since 1983, the Company has organized
programs for more than 188,000 students, adults and athletes in more than 35 countries on five continents. The
Company’s educational travel programs feature visits to such countries as Australia, China, France, Germany,
Great Britain, Italy and New Zealand. In 2001, approximately 25,800 participants traveled on the Company’s
programs.

The Company believes that its association with People to People International (“People to People™) and
its 35 years of continuous experience and relationships arising from organizing travel programs have provided
the foundation for the Company to develop and maintain strong strategic alliances, including but not limited to
those with Yosemite National Institute, U.S. Tennis Association, the Amateur Athletic Union, USA
Volleyball and Swimming, and US Soccer.

The Company intends to grow the business internally through marketing enhancements, new programs or
strategic alliances, and may make selective acquisitions of and joint agreements with travel and travel-related
businesses.

The principal offices of the Company are located in Spokane, Washington.

RELATIONSHIP WITH AMBASSADORS

Prior to February 28, 2002 (the “Distribution”), Group was a wholly-owned subsidiary of Ambassadors.
Effective February 28, 2002, Ambassadors completed the spin-off of Group by virtue of a special stock
dividend to its stockholders of all of the outstanding shares of Group that Ambassadors owned. The trading of
the common stock of Group on the Nasdaq National Market began on March 1, 2002 under the symbol
“EPAX”.

Group has entered into agreements with Ambassadors that provide for the separation of the Company’s
business operations from Ambassadors.

The agreements between Group and Ambassadors also govern various interim and ongoing relationships.
All of the agreements providing for the Company’s separation from Ambassadors were made in the context of
the parent-subsidiary relationship and were negotiated in the overall context of the Company’s separation from
Ambassadors. The terms of these agreements may be more or less favorable to Group than if they had been
negotiated with unaffiliated third parties. See “Risk Factors — Risks Relating to Separating Group from
Ambassadors.”




BUSINESS

The Company organizes and promotes educational travel programs for students, professionals and
athletes, principally using the People to People name. People to People International (“People to People™) is
a private, non-profit organization dedicated to the promotion of world peace through cultural exchange. People
to People was founded by President Dwight D. Eisenhower in 1956 and was originally administered by the
U.S. State Department. Eight U.S. Presidents since President Eisenhower have served as Honorary Chairman
of People to People, including President George W. Bush, who currently holds that position. Mary
Eisenhower, the Chief Executive Officer of People to People, also continues her grandfather’s legacy by
serving the organization.

The Company has the exclusive right to develop and conduct programs for kindergarten through college
age students using the People to People name. The Company also has the non-exclusive right to develop,
market and operate programs for professionals using the People to People name; however, at the present time,
the Company is the only entity that has been given this right by People to People. These rights have been
granted pursuant to agreements with People to People, which expire in 2010 and, at the election of the
Company, may be further extended through 2020.

The Company’s Sports Ambassador Programs are very similiar to the Company’s Student Ambassador
Programs. Both programs are marketed through a combination of direct mail invitations and follow-up
information meetings. Both programs also operate primarily in the summer months of June, July and August.
The Sports and Student Ambassador Programs visit a similiar range and mix of international destinations and
strive to introduce American youth to other cultures for their own personal growth as well as promoting the
mission of world peace.

Student Ambassador Programs

The Company’s Student Ambassador Programs provide an opportunity for students in the fifth through
twelfth grades to travel domestically or visit one or more foreign countries to learn about the history,
government, economy and culture of such countries. The Company markets its Student Ambassador
Programs through a combination of direct mail and local informational meetings from August through
February. Representatives of the Company review candidate applications and conduct selection interviews
throughout the country, after which accepted applicants participate in orientation meetings to prepare for their
program.

Student Ambassador Program delegations depart during the summer months, May through August, and
generally travel for approximately 14 to 23 days, during which time each delegation visits one or more foreign
countries. Each delegation generally consists of approximately 30 to 40 students and several teachers, who act
as the delegation’s leaders. Teachers and students comprising a delegation generally come from the same
locale. Local guides in each country assist the delegation in their travels.

Programs are designed by the Company’s staff of international planners and researchers to provide an
educational and entertaining travel experience by exposing students to the history, government, economy and
culture of the country or countries visited. In each country, the Company contracts with overseas program
coordinators to provide day-to-day oversight of the programs. Additionally, a local guide trained by the
Company accompanies the group throughout the duration of its program. In most instances, the Company also
arranges to provide students the opportunity for a homestay (a brief stay with a host family) which gives
students a glimpse of daily life in the visited country.

Students who complete certain written assignments and other projects can receive high school and
university credit for their participation in the program. Universities recognizing academic credit include
Stanford University, University of California, Los Angeles, and Georgetown University. All students who
successfully complete the program are eligible to receive up to 40 Service Learning Credits, which has become
a graduation requirement in many curriculums countrywide.
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Sports Ambassador Programs

The Company’s Sports Ambassador Programs provide an opportunity for athletes to explore the host
country’s culture and to participate in international tournaments with teams from across the world in up to
12 different sports. Athletes’ ages range from 11 to 19 years. The Company markets its Sports Ambassador
Programs through a combination of direct mail and local informational meetings. Interested athletes apply to
the program and are interviewed by representatives of the Company. After which, the selected athletes are
accepted for the program.

Participants in the Sports Ambassador Programs depart during the summer months and travel for 9 to
14 days. Teams are formed based on gender and age. Most teams are comprised of athletes from different
states. During a 3 to 4 day training camp, all athletes participate in an individual skill assessment, after which
rosters are formed to ensure balanced and competitive teams. After the formation of rosters, the balance of the
training camp focuses on team practice and fundamentals, in preparation for the ensuing tournament
competition. In each tournament, the Company contracts with overseas tournament organizers to provide day-
to-day oversight of the programs. Additionally, athletes are exposed to international culture through
Company-arranged educational excursions.

Athletes in Grades 6 through 12 who complete certain written assignments and projects can receive high
school and university credit for their participation in the program. All athletes who successfully complete the
program are eligible to receive up to 40 Service Learning Credits, which has become a graduation requirement
in many curriculums countrywide.

Professional Ambassador Programs

The Company’s Professional Ambassador Programs provide professionals with common interests the
opportunity to travel abroad to meet and exchange ideas with foreign citizens who have similar backgrounds,
interests or professions. The Company markets its Professional Ambassador Programs through a direct mail
marketing effort throughout the year. Programs originate from the Company’s internal marketing and research
staff, who identify potential delegation topics and leaders. Professional programs have been conducted in such
areas as agriculture, economics, education, medicine and science.

The Company believes that its Professional Ambassador Programs provide participants with enriching
experiences and deeper understandings of foreign cultures and peoples than visits arranged independently or
through travel agencies. Professional Ambassador Programs operate year-round and are generally designed to
provide a specialized adult educational experience. Professional Ambassador Programs travel 10 to 14 days.
Unlike travel programs provided by travel agencies, these professional exchanges are intended largely as
working trips, with a significant amount of the participant’s time involved in organized meetings, seminars and
round-table discussions with their foreign counterparts, inspection visits to major foreign facilities and
institutions and informal gatherings with foreign counterparts. Each program is led by a delegation leader
chosen by the Company based upon his or her recognition in the field and expertise regarding the special focus
of the particular program.

Strategic Alliances

The Company also operates certain specialty travel programs for domestic travel markets. The Company
has entered into an alliance with Yosemite National Institutes, a non-profit organization with operations in
Yosemite National Park, Olympic National Park and Golden Gate National Recreation Area. The Com-
pany’s agreement with Yosemite National Institutes prescribes the nature, scope and pricing of the travel
services provided by Yosemite National Institutes to the Company’s customers. The agreement with Yosemite
National Institutes is exclusive, except that Yosemite National Institutes may conduct its own programs. The
Company also has an agreement with the Amateur Athletic Union to provide international travel for its
players. These programs have included travel to Spain, Switzerland, Austria, and Italy for athletes to play
basketball games against the host country’s national teams. The agreements with Yosemite National Institutes
and the Amateur Athletic Union currently do not generate significant revenues.
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Servicemarks

The Company has registered a variety of service and trademarks, including the names “Venture into the
World”, “High School Student Ambassador Program,” “Citizen Ambassador Program”, “Initiative for
Understanding”, and “Youth Summit.” In addition, the Company has the right, subject to certain exceptions,
to use People to People’s name, service mark and logo for use in marketing student, athletic, and professional
programs. The Company also owns the exclusive right to the names “American People Ambassador
Programs” and “Missions in Understanding.” The Company believes that the strength of its service and
trademarks is valuable to its business and intends to continue to protect and promote its marks as appropriate.
However, the Company believes that its business is not overly dependent upon any trademark or service mark.

Insurance

The Company maintains insurance coverage that it believes adequate for its business, including but not
limited to, a total of $25 million in coverage for professional and general liability policy. The Company also
maintains insurance coverage on real property (for owned and, where required, leased property) and personal
property on a replacement cost basis. The Company has not experienced difficulty in obtaining adequate
insurance coverage. There is no assurance that the insurance maintained by the Company will be adequate in
the event of a claim, or that such insurance will continue to be available in the future.

Employees

On February 4, 2002, the Company employed 129 employees, of which 124 were full-time employees. Of
the Company’s full-time employees, 122 are located in Spokane, Washington; two are located in Winnebago,
Illinois. The Company has 39 full-time employees engaged in marketing and sales and 85 full-time employees
in operations, administration and finance. The Company also employs temporary labor on a seasonal basis to
assist it with its direct marketing efforts in recognition of the fact that the Company’s travel programs are
seasonal in nature. None of the Company’s employees is subject to collective bargaining agreements or is
represented by a union. The Company believes that its labor relations are good.

BUSINESS STRATEGY

The Company believes that high quality programs and exceptional customer service are and will remain
key elements of the Company’s success. The Company’s strategy is to maintain its quality standards while
increasing its volume of business. To grow its business, the Company intends to (i) expand the marketing and
tour volume of its existing student, sports, and professional travel programs, (ii) introduce new student and
sport travel programs and strategic alliances, (iii) expand its professional travel programs, and (iv) pursue
acquisition opportunities.

Expand the Marketing and Tour Volume of Existing Student and Sport Travel Programs

U.S. Census data projects that there will be more than 41.6 million people in the 10 to 19 year old age
range by 2005. The Company believes that a large number of qualified students in this age group are not aware
of the Company’s youth travel programs. In light of these factors, the Company intends to improve its
marketing techniques by targeting additional age groups, making greater use of referrals from teachers, parents
and past student travelers, and expanding and refining its extensive databases of potential participants.

Introduce New Student and Sport Travel Programs and Strategic Alliances

The Company continually seeks to develop and introduce additional innovative, educational travel
experiences. The Company intends to continue to maintain its contacts with foreign governmental agencies
and officials and intends to continue to utilize these and other foreign contacts to organize opportunities for its
program participants that other travel programs do not currently offer. In addition, the Company may develop
new youth travel programs organized around common extracurricular activities such as sports, science, nature,
and music.




Breaden Professional Travel Programs

According to U.S. Census data, the number of Americans 45 to 74 years old is expected to grow
substantially, increasing to more than 90 million people in 2005 from 79.3 million people in 2000. This trend is
expected to benefit the Company, since this population segment historically has been the most likely to
participate in one of the Company’s professional travel programs. In addition, the Company believes that
American adults increasingly seek the convenience and unique experiences offered by prepackaged vacation
tours. Consequently, the Company believes that the opportunity exists to expand its professional educational
travel programs by continuing to improve the quality and number of its specialty professional programs and by
exploring new country destinations. The Company also intends to develop alliances with partners that have
strong brand recognition and access to well defined customer segments.

Pursue Acquisition Opportunities

The Company considers the industries encompassed by the Group to be large and fragmented, which
present atiractive acquisition opportunities. The Company believes that the industry’s large size and
fragmentation will facilitate acquisitions of businesses that are either compatible with the Company’s current
business or represent a developing specialty segment not currently addressed by the Company’s operations.

COMPETITION

The travel industry in general, and the educational segment of the travel industry in particular, is highly
competitive. The Company’s student programs compete with similar educational travel programs operated by
other individuals and organizations, as well as independent programs organized and sponsored by local
teachers with the assistance of local travel agents. The Company’s sports programs compete with independent
organizations, which organize and travel already intact teams for international competition. The Company’s
professional programs compete with independent professional associations that sponsor and organize their own
travel programs through the assistance of local travel agents, and other organizations that design travel
programs for adults.

The Company believes that the principal basis of competition in the educational segment of the market
are the quality and uniqueness of the educational program offered, customer service, reputation and program
cost. The Company believes that its agreements with People to People, as well as its 35 years of experience
organizing student and professional educational programs and established relationships with public officials,
organizations and residents in countries in which it provides programs, allow the Company to provide an
educational opportunity that is not easily duplicated by competitors’ programs.

The Company believes that the barriers to entry are relatively low for any future competitors. Certain
organizations engaged in the travel business have substantially greater financial, marketing and sales resources
than the Company. There can be no assurance that the Company’s present or future competitors will not exert
significant competitive pressures on the Company.




RISK FACTORS

The following factors should be considered in addition to other information included in this report. These
factors include Risks Relating to Group’s Business, Risks Relating to Separating Group from Ambassadors,
Risks Relating to Transitional Services, and Risks Relating to the Securities Markets and Ownership of Group
Common Stock. :

Special Note Regarding Forward-Looking Statements

This report contains forward-looking statements that involve risks and uncertainties and that should not
be fully relied upon. The Company may use the words such as “anticipates,” “plans,” “expects,” *‘future,”
“Intends,” “may,” “will,” “should,” “estimates,” “‘predicts,” “potential,” “‘continue,” and similar expressions
to identify such forward-looking statements. This report also contains forward-looking statements attributed to
certain third parties relating to their estimates regarding the growth of certain markets. Forward-looking
statements are subject to known and unknown risks, uncertainties and other factors that may cause the
Company’s actual results to be materially different from those expressed or implied by such forward-looking
statements. These risks, uncertainties and other factors, include among others, those identified under “Risk

Factors” and elsewhere in this report.

EI Y

Risks Relating to Group’s Business
International Operations and Natural Occurrences; Travel Industry

Because substantially all of the Company’s travel programs are conducted outside the United States, the
Company’s operations are subject to special risks inherent in doing business internationally. Such risks include
the adverse effects on operations from war, international and domestic terrorism, civil disturbances, political
instability, governmental activities and deprivation of contract rights. Periods of international and domestic
unrest, such as those caused by and following the attacks on September 11, 2001, have reduced demand for
the Company’s travel programs and could have a material adverse effect on the Company’s business and
results of operations. Examples of such past events include the Gulf War in 1991, civil unrest in China in 1989
and the Chernobyl disaster in 1986.

In the past, gross receipts from programs to Europe, the South Pacific (Australia and New Zealand) and
China have accounted for a majority of the Company’s gross receipts. The occurrence of any of the events
described above or other unforeseen developments in one or more of these regions would have a material
adverse effect on the Company. Demand for the Company’s travel programs also may be adversely affected by
natural occurrences such as hurricanes, earthquakes, epidemics and flooding in geographic regions in which
the Company conducts its travel programs.

The Company’s results of operations will depend upon factors affecting the travel industry in general. The
Company’s revenues and earnings are especially sensitive to events that affect domestic and international air
travel and the level of hotel reservations. A number of factors, including those mentioned above, a rise in fuel
prices or other travel costs, excessive inflation, currency fluctuations, extreme weather conditions and concerns
about passenger safety could result in a temporary or longer-term overall decline in demand for the Company’s
travel programs. Demand for the Company’s products and services may be significantly affected by the general
level of economic activity and employment in the United States and key international markets. Therefore, any
significant economic downturn or recession in the United States or these other markets could have a material
adverse effect on the business, financial condition and results of operations of the Company.

September 11 and Terrovism

Terrorist attacks, such as the attacks that occurred on September 11, 2001, the response by the United
States since October 7, 2001 and other acts of violence or war have and will affect the travel industry
generally, the markets in which the Company operates, the Company’s operations and profitability. Further
terrorist attacks against the United States or United States businesses at home and abroad may occur. The
September 11 attacks have had a very negative impact on domestic and international air travel and the travel

8




industry generally. As a result, the Company has experienced a significant reduction in registrations and
increased cancellations for its future travel programs. The potential near-term and long-term effect these
attacks may have for the Company’s customers, the market for the Company’s common stock, the markets for
our services and the U.S. economy are uncertain. The consequences of any terrorist attacks, or any armed
conflicts which may result, are unpredictable, and the Company may not be able to foresee events that could
have an adverse effect on its business or operations.

Seasonality; Fluctuations in Quarterly Results

The Company’s businesses are highly seasonal. The Company recognizes gross program receipts,
revenues and program pass-through expenses upon the departure of its program participants. The majority of
the Company’s travel programs are scheduled in June and July of each year, and the Company anticipates that
this trend will continue for the foreseeable future. Substantially all of the Company’s operating income is
generated in this period, which historically has offset the operating losses incurred during the rest of the year.
The Company’s annual results would be adversely affected if the Company’s revenues were to be substantially
below seasonal norms during the second and third quarters of the year. The Company’s operating results may
fluctuate as a result of many factors, including the mix of student, sport, and professional programs and
program destinations offered by the Company and its competitors, the introduction and acceptance of new
programs and program enhancements by the Company and its competitors, timing of program completions,
cancellation rates, competitive conditions in the industry, marketing expenses, extreme weather conditions,
international or domestic conflicts, timing of and costs related to acquisitions, changes in relationships with
certain travel providers, economic factors and other considerations affecting travel. In addition, the Company
records on a quarterly basis realized gains and losses on its forward foreign exchange contracts that do not
qualify as cash flow hedges under Statement of Financial Accounting Standards No. 133. As a result of the
foregoing, annual or quarterly operating results may be below the expectations of public market analysts and
investors. In such event, the price of the common stock could be materially and adversely affected. See
“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Competition

The travel industry in general and the educational segment of the travel industry is highly competitive and
has relatively low barriers to entry. The Company competes with other companies that provide similar
educational travel programs for students as well as independent programs organized and sponsored by local
teachers with the assistance of local travel agents. Under the terms of the Company’s agreement with People
to People, People to People reserves the right to offer programs to college students for studies abroad and to
grant other entities, which compete with the Company, the right to use the People to People name in
connection with People to People’s professional education programs. In general, the Company’s professional
travel programs compete with independent professional organizations that sponsor and organize their own
travel programs through the assistance of local travel agents, and other organizations that offer travel programs
for adults. Some of the Company’s competitors are larger and have greater brand name recognition and
financial resources than the Company. There can be no assurance that the Company will be able to compete
successfully, and the failure to compete successfully may have a material adverse effect on the business,
financial condition and results of operations of the Company.

Dependence on “People to People”

The Company’s agreements with People to People give the Company the exclusive right to develop and
conduct programs for kindergarten through college age students using the People to People name, and the
non-exclusive right to develop and conduct programs for professionals using the People to People name. The
Company’s agreements with People to People, however, allow People to People to continue to conduct college
and professional seminars and internship programs and to develop other student, sport and professional
programs. The People to People agreements expire in 2010 and, at the election of the Company, may be
further extended through 2020. The Company believes that it derives benefit from its ability to market its
programs using the People to People name. There can be no assurance that, if the Company’s agreements with
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People to People were terminated or if the Company was unable to use the People to People name to market
new programs or destinations, the Company’s business, financial condition and results of operations would not
be materially or adversely affected.

Dependence on Travel Suppliers

The Company is dependent upon travel suppliers for access to their products and services. Travel
suppliers include airlines, hotels, bus lines and other participants in the travel industry. Consistent with
industry practices, the Company currently has no long-term agreements with its travel suppliers that obligate
such suppliers to sell services or products through the Company on an ongoing basis. Therefore, the
Company’s travel suppliers generally can cancel or modify their agreements with the Company upon relatively
short notice. In addition, any decline in the quality of travel products and services provided by these suppliers,
or a perception by travelers of such a decline, could adversely affect the Company’s reputation. The loss of
contracts, changes in the Company’s pricing agreements, commission schedules or incentive override
commission arrangements, more restricted access to travel suppliers’ products and services or less favorable
public opinion of certain travel suppliers and resulting low demand for the products and services of such travel
suppliers could have a material adverse effect on the business, financial condition and results of operations of
the Company.

Dependence on Key Personnel

The Company’s performance is substantially dependent on the continued services and performances of its
senior management and certain other key personnel. The loss of the services of any of its executive officers or
other key employees could have a material adverse effect on the Company’s business, financial condition and
results of operations. The Company does not have long-term employment agreements with any of its executive
officers. The Company’s future success also depends on its ability to identify, attract, hire, train, retain and
motivate other highly skilled managerial, marketing and customer service personnel. The failure to retain and
attract necessary managerial, marketing and customer service personnel could have a material adverse effect
on the Company’s business, financial condition and results of operations.

Government Regulation and Taxation

Many travel suppliers, particularly airlines, are subject to extensive regulation by federal, state and foreign
governments. In addition, the travel industry is subject to certain special taxes by federal, state, local and
foreign governments, including hotel bed taxes, car rental taxes, airline excise taxes and airport taxes and fees.
New or different regulatory schemes or changes in tax policy could have an adverse impact on the travel
industry in general and could have a material adverse effect on the business, financial condition and results of
operations of the Company.

Fluctuation of Currency Exchange Rates: Increased Costs

Many of the Company’s arrangements with its foreign-based suppliers require payment to be made in
foreign currencies. Any decrease in the value of the U.S. dollar in relation to foreign currencies has the effect
of increasing the cost of the services to be provided. Since late 1993, the Company generally has purchased
forward contracts to help manage program costs and hedge against foreign currency valuation increases. While
the ability to utilize forward contracts for the delivery of foreign currencies can mitigate the effect of increased
program costs and foreign currency exchange fluctuations, there can be no assurance that increased program
costs relating to such currency fluctuations will not be substantial in future periods. The Company’s contract
with participants in its travel programs provides the Company the option, and historically the Company has
attempted, to pass along any increase in program costs resulting from currency fluctuations to program
participants. Nonetheless, there can be no assurance that the Company will be able to increase program prices
to offset any such cost increases in the future and any failure to do so could have a material adverse effect on
the Company’s business, financial condition and results of operations. See “Management’s Discussion and
Analysis of Financial Condition and Results of Operations.”

10




Casualty Losses

Due to the nature of its business, the Company may be subject to liability claims arising out of accidents
or disasters causing injury to participants in its programs, including claims for serious personal injury or death.
The Company believes that it has adequate liability insurance for risks arising in the normal course of its
business. Although there have been no claims the Company has experienced for which it did not have
adequate insurance coverage, there can be no assurance that insurance coverage will be sufficient to cover one
or more large claims or that the applicable insurer will be solvent at the time of any covered loss. Further,
there can be no assurance that the Company will be able to obtain insurance coverage at acceptable levels and
cost in the future, Successful assertion against the Company of one or a series of large uninsured claims, or of
one or a series of claims exceeding any insurance coverage, could have a material adverse effect on the
Company’s business, financial condition and results of operations. See “Business — Insurance.”

Continued Control of the Company by Certain Stockholders

Upon completion of the Distribution, John Ueberroth, Joseph Ueberroth and Peter Ueberroth (all family
members) will beneficially own in the aggregate approximately 30% of the outstanding shares of the
Company’s common stock. Accordingly, they will likely be able to exercise effective voting control of the
Company, and would likely be able to elect all of the Company’s directors and be able to determine the
outcome of any matter being voted upon by the Company’s stockholders, including any merger, sale of assets
or other change in control of the Company. The Ueberroths’ ownership position, together with the
antitakeover effects of certain provisions contained in the Company’s Certificate of Incorporation and Bylaws,
may have the effect of delaying or preventing a change of control of the Company.

Risks Relating to Separating Group from Ambassadors
Indemnification of Ambassadors for Tax Liabilities Incurred in Connection with the Distribution

The Company and Ambassadors have entered into a tax sharing agreement pursuant to which the
Company has agreed to indemnify Ambassadors for certain taxes and similar obligations that it could incur if
the Distribution does not qualify for tax-free treatment due to any of the following events:

> the acquisition of a controlling interest in Group stock after the Distribution;
> Group’s failure to continue its business after the Distribution;

o a repurchase of Group stock; or

o other acts or omissions by the Company.

Internal Revenue Service regulations provide that if another person or group acquires a 50% or greater
interest in the Company’s stock within two years of the Distribution, a presumption will arise that the
acquisition was made in connection with the Distribution, causing the Distribution to become taxable to
Ambassadors. This presumption may deter other companies from acquiring the Company for two years after
the Distribution. In addition, Ambassadors has agreed to indemnify the Company for any tax liabilities the
Company incurs as a result of its operations and Ambassadors’ operations prior to the Company’s separation
from Ambassadors. Nevertheless, the Company may be held jointly and severally liable for such liabilities,
and it cannot make any assurances that it will be able to recover from Ambassadors any losses it may suffer. If
the Company takes any action or fails to take any action that would cause Ambassadors’ distribution of its
common stock to be taxable to Ambassadors, the Company’s financial condition could be seriously harmed.

Group’s Historical Financial Information May Not Be Representative of Its Results as ¢ Separate
Company

Group’s financial statements have been carved out from the consolidated financial statements of
Ambassadors using the historical operating results and historical bases of the assets and liabilities of the
Ambassadors business that Group comprises. Accordingly, the historical financial information of the
Company does not necessarily reflect what the Company’s financial position, operating results and cash flows
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as if the Company had been a separate, stand-alone entity during the periods presented. The Company’s costs
and expenses include allocations from Ambassadors for centralized corporate services and infrastructure costs,
including legal, accounting, insurance, finance and information technology. See “Notes to Consolidated
Financial Statements, Note 10.”

These allocations have been determined on bases that Ambassadors and the Company consider to be
reasonable reflections of the utilization of services provided to or the benefit received by the Company. The
historical financial information is not necessarily indicative of what the Company’s operating results, financial
position and cash flows will be in the future. While the Company has made certain adjustments to its historical
financial information, it has not made all of the necessary adjustments to its historical financial information to
reflect all significant changes that will occur in its cost structure, funding and operations as a result of its
separation from Ambassadors, including increased costs associated with reduced economies of scale, increased
marketing expenses related to building a company brand identity separate from Ambassadors and increased
costs associated with being a publicly-traded, stand-alone company.

Reliance on Ambassadors to Fund Future Capital Requirements; Availability of Future Financing

In the past, Group has been able to satisfy its own capital requirements without assistance from
Ambassadors. Ambassadors has agreed to provide a credit facility to Group in the amount of $20 million. In
addition allocations of cash at the time of the Distribution were as follows: (i) Group keeps the cash required
to operate travel programs for which it has received participant deposits or paid vendor deposits and
(ii) Group keeps an amount equal to the cash required for Group’s post-separation operations. Ambassadors
keeps the remaining cash not specifically allocated to Group pursuant to the formula. The measurements or
estimates for the preceding allocations were made at the end of the month in which the Distribution was
approved by Ambassadors’ Board of Directors. Nevertheless, following the Distribution, Group no longer has
the option of relying on Ambassadors to finance its capital requirements.

The Company believes that its capital requirements will vary from quarter to quarter, depending on,
among other things, capital expenditures, fluctuations in operating results, financing activities, acquisitions and
investments and receivables management. The Company believes that its future cash flow from operations will
be sufficient to satisfy its working capital, capital expenditure and product development requirements for the
foreseeable future. However, the Company may require or choose to obtain additional debt or equity financing
in order to finance acquisitions or other investments in its business. Future equity financings would be dilutive
to the existing holders of Group common stock. Future debt financings could involve restrictive covenants.
The Company may not be able to obtain financing with interest rates as favorable as those that Ambassadors
could obtain or at all.

Ambassadors’ Inability to Fund the Credit Facility Could Have a Material Adverse Effect on the
Company

As part of the Distribution, Ambassadors agreed to provide a credit facility in the amount of $20 million
to the Company. Ambassadors’ ability to fund the credit facility could be impaired due to a variety of factors
including sudden capital expenditures, fluctuations in operating results, financing activities and receivables
management. To the extent any one of these factors caused an impairment in Ambassadors’ ability to fund all
or part of the $20 million, the Company would be forced to seek and obtain alternative financing in the form of
debt or equity. There can be no assurance that the Company would be successful in obtaining alternative
financing on favorable terms, or at all. The Company’s failure to obtain such financing or to obtain such
financing on favorable terms could have a material adverse effect on the Company’s business, financial
condition and results of operations.

Company’s Officers and Divectors May Have Conflicts of Interest Due to Their Ownership of
Ambassadors Common Stock

Many of the Company’s directors and executive officers own substantial amounts of Ambassadors
common stock and options to purchase Ambassadors common stock. Ownership of Ambassadors common
stock by the Company’s directors and officers after the separation from Ambassadors could create, or appear
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to create, potential conflicts of interest when directors and officers are faced with decisions that could have
different implications for Ambassadors and the Company.

Company’s Directors May Have Counflicts of Intevest Due to Their Dual Service as Directors of
Ambassadors International

The Company’s directors also serve as directors (and executive officers in one instance) of Ambassadors.
Whenever a director of the Company serves as an executive officer or director of another entity such as
Ambassadors, there is the potential for a conflict of interest, i.e., that the fiduciary obligations of an individual
to Ambassadors conflict with the fiduciary obligations to the Company and vice versa. Involvement by these
same individuals in the affairs of Ambassadors specifically creates demands on their time and resources which
may be needed for the Company and its affairs. The Company’s directors will resolve all conflicts in
accordance with their fiduciary duties and will utilize an audit committee to approve all related party
transactions as required by NASD Marketplace Rules.

Risks Relating to Transitional Services

The Company and Ambassadors have agreed to provide transitional services to each other, including
services related to finance and accounting. These transitional services will not exceed a term of 12 months
from the Distribution Date unless extended by the Company and Ambassadors. The services are primarily
services of the Company being transferred to Ambassadors, and are not expected to exceed the 12 month
term.

Risks Relating to the Securities Markets and Ownership of Group Common Stock
Sales of Company Common Stock in Connection with the Distribution; Stock Price Decline

Ambassadors distributed all of the 9,813,140 shares of Group common stock it owned to its stockholders.
Substantially all of these shares are eligible for immediate resale in the public market. The Company is unable
to predict whether a sufficient number of buyers or sellers are or will continue to be available for its stock in
the open market.

Company’s Securities Have No Prior Market; Stock Price Decline After the Distribution

Prior to the Distribution there was not a public market for the Company’s common stock, and an active
public market for the Company common stock may not develop or be sustained after the Distribution. The
market price of the Company’s common stock could be subject to significant fluctuations after the
Distribution. Among the factors that could affect the Company’s stock price are:

o quarterly variations in operating results;

< changes in revenue or earnings estimates or publication of research reports by analysts;

e speculation in the press or investment community;

o strategic actions by the Company or its competitors, such as acquisitions or restructurings;
s actions by institutional stockholders;

« general market conditions; and

¢ domestic and international economic factors unrelated to the Company’s performance.

The stock markets have experienced extreme volatility that has often been unrelated to the operating
performance of particular companies. These broad market fluctuations may adversely affect the trading price
of the Company’s common stock. In particular, the Company cannot make assurances that its stock will sell at
any particular price, or at all.
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Item 2. Properties

The principal executive offices of the Company, consisting of approximately 45,000 square feet, are
located in Spokane, Washington and are occupied pursuant to a lease that expires December 31, 2004. The
lease currently provides for monthly rental payments of approximately $37,000. The Company may cancel the
lease without penalty (upon one year’s prior notice) and also may extend the term of the lease for an
additional ten year period upon providing written notice to the Lessor of its intention to exercise such option at
least six months prior to the end of the initial term in 2004. If the Company c¢lects to exercise the extension
option, the monthly rental during the renewal period will be the fair market rental value of the leased premises
as of the date the option is exercised (as determined based on market rentals of similar properties in the
Spokane, Washington area).

The Company occupies office space totaling approximately 10,850 square feet in Spokane, Washington,
pursuant to a lease dated October 2, 2000, which expires in 2004. The lease may be extended an additional five
years with 120 days advance notice to the landlord. Current monthly rent approximates $4,200 per month,
with increases specified in the lease. If the lease option to extend is chosen, the lease payments will increase
pursuant to the lease terms.

The Company also leases approximately 900 square feet of office space in Winnebago, Illinois for a
monthly rental of approximately $600 pursuant to a lease that expires in August 2002.

Management believes that its existing facilities are sufficient to meet its present needs and anticipated
needs for the foreseeable future. However, additional facilities may be required in connection with future
business acquisitions.

Item 3. Legal Proceedings

The Company is not a party to any material pending legal proceedings other than ordinary routine
litigation incidental to its business, the outcome of which the Company believes will not have a material
adverse effect on its business, financial condition, cash flows or results of operations.

Item 4. Submission of Matters to A Vote of Security Holders

Prior to the Company’s legal separation from Ambassadors, the Company’s sole stockholder, on
February 28, 2002, all stockholder approvals were taken by Ambassadors by written consent. Such approvals
included approving the Company’s 2001 Equity Participation Plan and Amended and Restated Certificate of
Incorporation.
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PART I

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters
Stock Market and Other Information

The Company’s common stock has been traded on the Nasdaq National Market under the symbol EPAX
since March 1, 2002, As of March 4, 2002, there were approximately 46 holders of record of the Company’s
Common Stock. This number does not include beneficial owners holding shares through nominee or street
name. Prior to March 1, 2002, there was no public trading market for the Company’s equity securities. The
range of high and low sales prices for the period from March 1, 2002 to March 20, 2002 is $15.50 and $11.50,
respectively.

Dividend Policy

The Company declared and paid cash dividends to Ambassadors during the first quarter of 2002, 2001,
and 1998. The payment of dividends in the future will be at the discretion of the Board of Directors and will be
dependent upon the Company’s financial condition, results of operations, capital requirements and such other
factors as the Board of Directors, in its discretion, deems relevant.

Transfer Agent and Registrar

ChaseMellon Shareholder Services of Los Angles, California serves as transfer agent and registrar of the
Company’s Common Stock.
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Item 6. Selected Financial Data

This section presents the Company’s historical financial data which should be read carefully with the
financial statements included in this Form 10-K, including the notes to the consolidated financial statements,
and Management’s Discussion and Analysis of Financial Condition and Results of Operations. The statement
of operations data for each of the years in the three year period ended December 31, 2001, and the balance
sheet data as of December 31, 2001 and 2000 have been derived from audited financial statements included
elsewhere in this Form 10-K. The statement of operations data for the year ending December 31, 1998 and the
balance sheet data as of December 31, 1999 and 1998, has been derived from the audited financial statements,
which are not included in this Form 10-K. The balance sheet and statement of operations data as of and for
the year ended December 31, 1997 have been derived from unaudited financial statements not included in this
Form 10-K. The unaudited information has been presented on the same basis as the audited financial
statements and has included all adjustments, consisting only of normal occurring adjustments that are
considered necessary for a fair presentation of the Company’s financial position and operating results for these
periods. Historical results are not necessarily indicative of future results.

December 31,

2001(C) 2000 1999 1998 1997
(Unaudited)

Statement of operations data(A):
Netrevenue(B) ............coovii.., $43,414  $40,322  $26,533  $24,429 $21,304
Selling and tour promotion expenses ........... $15,253  $17,177 $11,358 $ 8,714 $ 7,700
General and administrative expenses ........... $9670 §$ 7816 $ 5957 § 5300 $ 4,771
Write down of intangible assets ............... $ 5,937 — — — —
Operating inCome .........coovvvvreinnnn... $12,554  $15,329 $ 9,218 $10,415 $ 8,833
Cumulative affect of accounting change ........ — — — $ 128 —_—
Net income aftertax .........ccovvviiinnnnn.. $ 9,488 $11,056 $ 6,701 §$ 7,470 $ 5,743
Earnings per share — basic and diluted ......... $ 097 $ 113 § 068 $ 0.76 $ 0.59
Balance sheet data(D):
Cash, cash equivalents, and available for sale

securities(E) ...t $39,773 871,543  $39,897  $23,335 $17,931
Total assets ..., $46,123  $81,142  $49,398  $26,259 $21,357

Total stockholder’s equity .................... $24.839  $53,554 $34,634 $17,762 $13,335

(A) In February 1996, the Company expanded its professional programs and in June 1999, the Company
expanded its sports programs through the acquisitions of American People Ambassador Programs, Inc.
and Travel Dynamics, Inc. These acquisitions are included in the Company’s statement of operations
since the dates of acquisition.

(B) Net revenue is a function of gross program receipts less program pass through expenses. Program pass
through expenses include all direct costs associated with the Company’s programs, including costs related
to airfare, hotels, meals, ground transportation, guides, professional exchanges and changes in currency
exchange rates. Gross program receipts during the years ended December 31, 2001, 2000, 1999, 1998,
and 1997 was $116.3 million, $107.8 million, $71.6 million, $67.4 million, and $60.2 million.

(C) Excluding the effects of a write down of intangible assets during the year ended December 31, 2001,
operating income, net income after tax, and basic and diluted ecarnings per share would have been
$18.4 million, $13.3 million, and $1.35, respectively.

(D) All of the Company’s acquisitions have been accounted for under the purchase method of accounting.
Therefore, the balance sheet data includes the accounts of the acquired entities as of their respective
dates of acquisition.

(E) Cash and cash equivalents and available-for-sale securities include restricted cash equivalents of a
nominal amount for the period ended December 31, 2001 and the amount of $112,000 for the periods
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ended December 31, 2000 and 1999, For the periods ended December 31, 1998 and 1997, cash, cash
equivalents, and available-for-sale securities include restricted cash equivalents in the amounts of
$152,000 and $125,000, respectively.

Item 7. BManagement’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with the Company’s consolidated financial
statements and the notes thereto in this Report. Certain statements contained herein that are not related to
historical results, including, without limitation, statements regarding the Company’s business strategy and
objectives, future financial position, expectations about pending litigation and estimated cost savings, are
forward-looking statements within the meaning of Section 27A of the Securities Act and Section 21E of the
Securities Exchange Act of 1934, as amended, and involve risks and uncertainties. Actual results could differ
materially from those discussed in the forward-looking statements.

General

The Company is engaged primarily in promoting and organizing international educational travel programs
for students, athletes, and professionals. These programs provide the opportunities for grade school, junior, and
senior high school students to visit foreign countries to learn about the history, government, economy and
culture of such countries, as well as provide opportunities for junior and senior high school athletes to
participate in domestic and international sports challenges. The Company’s professional programs emphasize
meetings and seminars between participants and persons in similar professions abroad.

The Company was founded in 1967 and was reincorporated in Delaware in 1995, when it was purchased
and consolidated with Ambassadors. Since Ambassador’s initial public offering in August 1995, the Company
has expanded its operations primarily through internal growth and acquisitions of businesses within the travel
industry. These acquisitions included a February 1996 acquisition of certain assets of Marc L. Bright and
Associates and a June 1999 acquisition of certain assets of Travel Dynamics, Inc. Both of these acquisitions
were accounted for under the purchase method of accounting. Therefore, the results of operations of the
acquired businesses are included in the Company’s results of operations since their respective dates of
acquisition,

Gross program receipts reflect total payments received by the Company. Gross program receipts less
program pass-through expenses constitute the Company’s revenues. Program pass-through expenses include
all direct costs associated with the Company’s programs including costs related to airfare, hotels, meals,
ground transportation, guides, professional exchanges, and changes in currency exchange rates. The Company
recognizes gross program receipts, pass-through expenses and revenues upon the departure of the program
participant. Operating expenses, which are expensed by the Company as incurred, are the costs related to the
creation of programs, promotional materials and marketing costs, salaries, rent, other general and administra-
tive expenses and all of the Company’s ordinary expenses. The Company’s policy is to obtain payment for
substantially all travel services prior to entering into commitments for incurring expenses relating to such
travel.

The Company’s businesses are seasonal. The majority of the Company’s travel programs occur in June
and July of each year. The Company has historically earned more than three-quarters of its annual revenues in
the second and third quarters, which the Company anticipates will continue for the foreseeable future.
Historically, these seasonal revenues have more than offset operating losses incurred during the rest of the
year. The Company’s annual results would be adversely affected if the Company’s revenues were to be
substantially below seasonal norms during these periods. The Company’s operating results may fluctuate as a
result of many factors, including the mix of student, sport, and professional programs, the mix of programs and
program destinations offered by the Company and its competitors, the introduction and acceptance of new
programs and program enhancements by the Company and its competitors, timing of program completions,
cancellation rates, competitive conditions in the industry, marketing expenses, extreme weather conditions,
international conflicts, timing of and costs relating to acquisitions, changes in relationships with certain travel
providers, economic factors and other considerations affecting travel.
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The substantial majority of the Company’s programs take place outside the United States and most
foreign suppliers require payment in local currency rather than U.S. dollars. Accordingly, the Company is
exposed to foreign currency risks in certain countries as foreign currency exchange rates between those
currencies and the U.S. dollar fluctuate. To manage these risks, the Company enters into forward foreign
exchange contracts and forward contracts with synthetic options.

These foreign exchange contracts are entered into to support normal anticipated recurring purchases, and
accordingly, are not entered into for speculative purposes. See “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Market Risk.”

Critical Accounting Policies

The preparation of consolidated financial statements requires the Company to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenue and expenses, and related disclosure
of contingent assets and liabilities. On an on-going basis, the Company evaluates its estimates, including cash
and cash equivalents, available-for-sale securities, investments, intangible assets, income taxes, derivative
financial instruments, and contingencies and litigation.

Cash, cash equivalents, and available-for-sale securities are exposed to concentrations of credit risk. The
Company places its cash and temporary cash investments with high credit quality institutions. At times, such
balances may be in excess of the federal depository insurance limit or may be on deposit at institutions which
are not covered by this insurance. If such institutions were to become insolvent during which time it held the
Company’s cash, cash equivalents, or available-for-sale securities in excess of the insurance limit, it would be
necessary for the Company to obtain credit financing to operate its programs.

The Company owns minority investments in other operating companies and joint ventures. Future
adverse changes in market conditions or poor operating results of underlying investments could result in losses
or an inability to recover the carrying value of the investments that may not be reflected in an investment’s
current carrying value.

The Company values its goodwill and intangible assets using fair value on the date of an acquisition. The
Company periodically assesses the recoverability of the recorded goodwill based upon the expected undis-
counted cash flows of the business operations that generated the goodwill. As experienced during the fourth
quarter of 2001, impacts of international unrest, terrorism, and the resulting economic downturn can influence
the recoverability of the goodwill and intangible assets carrying value. During the fourth quarter of 2001, the
Company recorded a charge related to management’s conclusion that the goodwill was impaired (see note 12
in the Consolidated Footnotes to the Financial Statements). The impact of external influences such as
terrorism combined with the effects to the Company’s operations could result in future inability to recover the
carrying value of the goodwill and intangible assets that may not be reflected in the assets’ cairying values.

The asset and liability approach is used to account for income taxes by recognizing deferred tax assets
and liabilities for the expected future tax consequences of temporary differences between the carrying amounts
and the tax bases of assets and liabilities. While the Company has considered future taxable income and
ongoing prudent and feasible tax planning strategies in assessing the need for a valuation allowance, in the
event the Company were to determine that it would not be able to realize all or part of its net deferred tax
assets in the future, an adjustment to the deferred tax assets would be charged to income in the period such
determination was made.

The Company uses foreign currency exchange contracts as part of an overall risk-management strategy.
These instruments are used as a means of mitigating exposure to foreign currency risk connected to
anticipated travel programs. In entering into these contracts, the Company has assumed the risk which might
arise from the possible inability of counterparties to meet the terms of their contracts. The Company does not
expect any losses as a result of counterparty defaults. However, if such defaults occurred, the necessity would
arise to locate alternative counterparties, or the Company would then consider alternate means of settling its
foreign exchange contractual obligations.
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The Company bases its estimates on historical experience and on various other assumptions that are
believed to be reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results may differ from these estimates under different assumptions or conditions.

Results of Operations

The following table sets forth, for the periods indicated, the relative percentages that certain income and
expense items bear to consolidated revenues.
Year Ended December 31,
2001(A) 2000 1999 1998 1997
% of revenues

Net revenue. . ... e e 100% 100% 100% 100% 100%
Selling and tour . ....... ..t 35 43 43 36 36
General administrative .. ..ot 22 19 22 22 21
Write down of intangible assets ............. ... 14 — — — —

Operating income ...........cooveinivennnaenn. [ 29% 38% 35% 43% 41%

Other inCome . ..ot e e 5 4 3 3 -1

Income before tax. ... ... ..o 34% 2% 38% 45% 41%

Income tax PIOVISION . ...\ vevvrunneneiie e e ea e 12 14 13 15 14

NeEt INCOME . . oottt e e e e 22% 27% 25% 31% 27%

(A) Excluding the effects of a write down of intangible assets during the year ended December 31, 2001, the
relative percentages of operating income, income before tax, and net income to consolidated revenues
would have been 43%, 48%, and 31%, respectively.

Comparison of Year Ended December 31, 2001 to Year Ended December 31, 2000

Gross program receipts increased to $116.3 million in the year ended December 31, 2001 from
$107.8 million in the same period of 2000. The $8.5 million or 8% increase is primarily the result of an increase
in traveled participants. The Company traveled over 25,800 participants during 2001 as compared to
approximately 25,300 participants during 2000.

Net revenue increased to $43.4 million in the year ended December 31, 2001 from $40.3 million in the
same period of 2000. This increase is the result primarily of reductions in program pass through expenses,
combined with the effects of increased participants. Gross margins (revenue as a percentage of gross program
receipts) remained consistent during the years ended December 31, 2001 and 2000 at 37%.

The Company’s policy is to expense all selling and tour promotion costs as they are incurred. Selling and
tour promotion expenses decreased to $15.3 million from $17.2 million when comparing the years ended
December 31, 2001 and 2000, respectively. This decrease can be directly tied to the effects of the Company’s
marketing emphasis after the terrorist attacks of September 11, 2001. All marketing ceased for a time period
post September 11, causing in a delay of the expenses being incurred. The Company also experienced a
reduction in force during the fourth quarter of 2001 as a result of the downturn of the travel industry, which
produced cost savings.

General and administrative expenses increased to $9.7 million in the year ended December 31, 2001 from
$7.8 million during the comparable period in 2000. The $1.9 million increase is due to a number of factors,
included but not limited to professional fees and personnel costs.

During the fourth quarter of 2001, the Company incurred a $5.9 million impairment expense for
intangible assets, incurred primarily as a result of the impact to operations of the terrorist acts that occurred on
September 11, 2001, the response by the United States since October 7, 2001, and the resulting negative
impact these events have had on domestic and international air travel, and the travel industry in general.
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During 2001, the Company earned operating income of $12.6 million in comparison to the operating
income of $15.3 million in 2000. Excluding the impairment of intangibles charges during 2001, operating
income would have been $18.5 million. Changes in operating income from 2000 to 2001 are the result of
changes as described above.

Other income in 2001 consisted primarily of interest income generated by cash, cash equivalents, and
available-for-sale securities. During 2001, the Company issued a dividend to its parent company in the amount
of $37.5 million. As of December 31, 2001, the Company had $39.8 million in cash, cash equivalents and
available-for-sale securities, a decrease of $31.8 million from $71.5 million at December 31, 2000. As a result
of decreased cash and lower rates of return of investments, the Company realized interest and dividend income
of $2.1 million in the year ended December 31, 2001, compared to $3.1 million in the comparable period of
2000.

Other income also included $1.6 million of unrealized losses on certain foreign currency contracts during
the year ended December 31, 2000. The Company enters into forward foreign exchange contracts and foreign
currency option contracts to offset certain operational exposures from changes in foreign currency exchange
rates. These foreign exchange contracts and options are entered into to support normal recurring purchases,
and accordingly are not entered into for speculative purposes. Forward foreign exchange contracts are utilized
to manage the risk associated with currency fluctuations on certain purchase expectations. Certain of these
contracts do not qualify for hedge accounting and therefore unrealized gains and losses related to these
contracts are recorded in other income/expense.

The Company has recorded an income tax provision of approximately $5.2 million for the year ended
December 31, 2001 in comparison to $5.8 million for the comparable period in 2000. The income tax provision
has been recorded based upon the estimated annual effective income tax rate applied to the pre-tax income.

Net income decreased to $9.5 million in the year ended December 31, 2001 from $11.1 million in the
comparable period of 2000. Excluding the write-down of intangible assets expense during 2001, net income
would have been $13.6 million during the year ended December 31, 2001 in comparison tc $11.1 million
during the year ended December 31, 2000. These fluctuations are the result of changes as described above.

Comparison of Year Ended December 31, 2000 to Year Ended December 31, 1999

The Company’s gross program receipts increased $36.3 million to $107.8 million during the year ended
December 31, 2000, from $71.6 million for the year ended December 31, 1999, as a direct result of a 48%
increase in participants. During the year ended December 31, 2000, approximately 25,300 participants traveled
with the Company in comparison to approximately 17,150 participants traveling during 1999.

Net revenue increased 52% to $40.3 million for the year ended December 31, 2000 from $26.5 million for
the year ended December 31, 1999. A substantial majority of the increase in net revenue is due to the 48%
increase in traveled participants. Gross margins remained consistent at 37% between the years.

Selling and tour promotion expenses increased to $17.2 million during the year ended December 31, 2000
from $11.4 million for the year ended December 31, 1999, an increase of $5.8 million. The majority of this
increase is attributable to increased professional program marketing expenses supporting additional profes-
sional participant volume, combined with a full year of sports selling and marketing expenses during the year
ended December 31, 2000 from Group’s June 1999 acquisition.

General and administrative expenses increased during the year ended December 31, 2000 to $7.8 million
from $6.0 million for the year ended December 31, 1999, an increase of $1.9 million. This increase is primarily
the result of a full year of sports administrative expenses during the year ended December 31,2000 from
Group’s June 1999 acquisition and increased administrative expenses to support increased participant volume.

As a result of the foregoing, the Company’s operating income during the year ended December 31, 2000
increased to $15.3 million from $9.2 million for the year ended December 31, 1999.

The Company reported $1.5 million of other income for the year ended December 31, 2000 in
comparison to $0.8 million for the year ended December 31, 1999. Other income during the year ended
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December 31, 2000 consisted primarily of $3.1 million in interest income generated by cash, cash equivalents
and available-for-sale securities, netted with $1.6 million in unrealized foreign exchange losses on forward
foreign exchange contracts and options. For the year ended December 31, 1999, the Company realized interest
and dividend income of $0.8 million. The increase in interest and dividend income of $2.3 million resulted
from greater cash balances combined with the Company’s cash management investment strategies into tax
exempt securities. On December 31, 2000, the Company had $71.5 million in cash, cash equivalents and
available-for-sale securities, compared to $39.9 million on December 31, 1999.

The Company’s effective income tax rate increased to 34% during the year ended December 31, 2000
from 33% during the year ended December 31, 1999. This increase is an effect of the Company’s increased tax
base, combined with less of a tax benefit from tax exempt interest income reducing the tax rate. The Company
recorded an income tax provision of $5.8 million for the year ended December 31, 2000 compared to
$3.3 million for the year ended December 31, 1999,

Net income increased to $11.1 million for the year ended December 31, 2000 from $6.7 million in the
year ended December 31, 1999. The $4.4 million increase is the result of changes as described above.

Liquidity and Capital Resources

The Company’s business is not capital intensive. However, the Company does retain funds for operating
purposes in order to conduct sales and marketing efforts for future programs.

Net cash provided by operations for years ended December 31, 2001 and 2000 was approximately
$7.0 million and $25.4 million, respectively. The net $18.4 million decrease in operating cash flows from the
year ending December 31, 2000 to the year ending December 31, 2001 primarily relates to decreased volume
of participants’ deposits for future travel programs, compounded with an decrease in net income for the
comparable time periods.

Net cash provided by operations for the years ended December 31, 2000 and 1999 was $25.4 million and
$9.7 million, respectively. The increase in cash flow from operations between these two years is primarily due
to enhanced collections of participant deposits and an increase in net income.

Net cash provided by (used in) investing activities for the year ended December 31, 2001 and 2000 was
$16.7 million and ($35.4) million, respectively. The $52.1 million increase from the year ending December 31,
2000 to the year ending December 31, 2001 is due to the proceeds received from the sale or maturity of
available-for-sale securities and the purchase of available-for-sale securities. The net purchase of available-
for-sale securities of $34.4 million during the year ended 2000 increased to a net receipt of $17.8 million in
proceeds from the sale or maturity of available-for-sale securities during the year ended 2001.

Net cash used in investing activities for the years ended December 31, 2000 and 1999 was $35.4 million
and $9.2 million, respectively. The investing activities during 2000 and 1999 primarily related to investing in
available-for-sale securities.

Net cash provided by and (used in) financing activities for the year ended December 31, 2001 and 2000
was ($37.5) million and $7.2, respectively. The increase of $44.7 million in cash used in the year ended
December 31, 2001 in comparison to the year ended December 31, 2000 is due to a $37.5 million dividend
payment, representing past pre-tax earnings, to Ambassadors. Concurrent with the spin off in February 2002
and in accordance with the terms of the Master Separation and Distribution Agreement, there was a
calculation made which resulted in additional dividends approximating $20.4 million paid to Ambassadors and
a capital contribution approximating $10.4 million from Ambassadors. The Company will reflect the impact
of the spin-off in its first quarterly filing with the SEC in 2002, pursuant to the Securities and Exchange Act of
1934. :

The payment of dividends in the future will be at the discretion of the Board of Directors and will be
dependent on the Company’s financial condition, results of operations, capital requirements and such other
factors as the Board of Directors, in its discretion, deems relevant.
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Net cash provided by financing activities for the years ended December 31, 2000 and December 31, 1999
totaling $7.2 million and $9.4 million, respectively, primarily relates to payments received as contributions
from the Company’s parent.

The Company has a credit facility available with Bank of America, with a current limit of up to
$50.0 million for foreign currency purchases and foreign exchange forward contracts. This facility would be
drawn upon in the event the Company is unable to provide payment for such foreign currency purchases and
foreign exchange forward contracts upon their maturity, and it cannot be used for operational or working
capital purposes. This credit facility is renewable annually and expires in August 2002. Ambassadors has also
agreed to provide a credit facility to the Company up to $20 million for on-going operations and potential
acquisition needs. Ambassadors’ ability to fund the credit facility could be impaired due to a variety of factors
including sudden capital expenditures, fluctuations in operating results, financing activities and receivables
management. To the extent any one of these factors causes Ambassadors to be unable to fund all or part of the
$20 million, the Company could be forced to seek and obtain alternative financing in the form of debt or
equity. There can be no assurance that the Company would be successful in obtaining alternative financing on
favorable terms, or at all. The Company’s failure to obtain such financing or to obtain such financing on
favorable terms could have a material adverse effect on the Company’s business, financial condition and
results of operations.

At December 31, 2001, the Company had approximately $39.8 million of cash, cash equivalents including
restricted cash, and available-for-sale securities, which included program participant funds of approximately
$16.6 million. At December 31, 2000, the Company had approximately $71.5 million of cash and cash
equivalents including restricted cash, and available-for-sale securities, which included program participant funds
of $22.8 million. Under the Company’s cancellation policy, a program participant may be entitled to a refund of
a portion of his or her deposit, less certain fees, depending on the time of cancellation. Should a greater number
of participants cancel their travel in comparison to that which is part of the Company’s ongoing operations, due
to circumstances such as international or domestic unrest, terrorism, or general economic downturn, the
Company’s cash balances could be significantly reduced. Cash balances could also be reduced significantly if the
financial institutions, which held balances beyond that federally insured, were to become insolvent.

The terrorist attacks that occurred on September 11, 2001, and the response by the United States on
October 7, 2001 had a very negative impact on domestic and international air travel and the travel industry in
general. As a result, the Company experienced a reduction in registrations and increased cancellations during
the period October 1, 2001 to December 31, 2001, as compared to the same period in 2000. In October 2001,
the Company undertook a reduction in force and enacted a pay reduction for senior management of the
Company. The Company also adjusted and revised virtually all of its marketing plans for 2002. The Company
believes the adverse impact of these events will be experienced in the summer of 2002 as a majority of its
travel programs are scheduled in June and July of each year. Given the magnitude of these unprecedented
events, the Company is not able to determine whether the impact will be material or highly material to the
results of operations.

The Company is continuing to pursue further acquisitions of related travel businesses that may require
the use of cash and cash equivalents. No such acquisitions are currently pending and no assurance can be
given that definitive agreements for any such acquisitions will be entered into, or, if they are entered into, that
they will be on terms favorable to the Company.

The Company used a significant amount of cash in 2002 toward its dividend payment to Ambassadors
prior to its spin-off. The Company also received a capital contribution from Ambassadors concurrent with its
spin-off. The Company does not have any material capital expenditure commitments for 2002. Management
believes existing cash and cash equivalents and cash flows from operations, combined with the Company’s
$20 million credit facility with Ambassadors will be sufficient to fund the Company’s anticipated operating
needs, capital expenditures, and acquisitions through 2002,
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Market Risk

The following table summarizes the financial instruments other than derivative financial instruments held
by the Company at December 31, 2001 and 20CC, which are sensitive to changes in interest rates. This table
presents principal cash flows for available-for-sale securities by contractual maturity date and the related
average interest rate and fair value (amounts in thousands):

December 31, 2001 December 31, 2000

After Fair Fair

2002 2003 M Total Value Total Value
U.S. govt. and agency obligations  $14,921  $8,322  $—  $23,243  $23,243  $41,128  $41,128
Interestrate ................... 6.0% 4.5% — 5.5% — 6.2% —

The substantial majority of the Company’s travel programs take place outside the United States and most
foreign suppliers require payment in currency other than the U.S. dollar. Accordingly, the Company is
exposed to foreign currency risk relative to changes in foreign currency exchange rates between those
currencies and the U.S. dollar. The Company has a program to provide a hedge against certain of these foreign
currency risks. The Company uses forward contracts, which allow the Company to acquire the foreign
currency at a fixed price for a specified period of time. Some of the Company’s forward contracts include a
synthetic component if a pre-determined trigger occurs during the term of the contract.

The Company is exposed to credit risk under the foreign currency contracts and options to the extent that
the counterparty is unable to perform under the agreement. The fair value of foreign currency exchange
contracts is based on quoted market prices and the spot rate of the foreign currencies subject to contracts at
year-end.

The table below provides information about the Company’s derivative financial instruments that are
sensitive to foreign currency exchange rates. For foreign currency forward exchange agreements, the table
presents the notional amounts and weighted average exchange rates. All contracts mature in 2002. These
notional amounts generally are used to calculate the contractual payments to be exchanged under the contract.
None of these contracts is entered into for trading purposes.
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At December 31, 2001 and 2000, the Company had outstanding forward contracts as follows (amcunts in
thousands):
U.S. Dollar
Average

U.S. Dollar Contractual
Contract Amount Exchange Rate

December 31, 2001
Forward contracts (pay $U.S./receive foreign currency):

Australian dollar .. ... $ 9,400 $0.54
Buro dollar . .. oot 3,460 $0.89
British pound .. ... ... ... e 1,250 $1.49
$14,110
Forward contracts with synthetic option (pay $U.S./receive foreign
Currency):
British pound ... ... ... $ 2,050 $1.53
Australian dollar ... ... 2,100 $0.54
New Zealand dollar . ...ttt 5,150 $0.43
$ 9,300
December 31, 2000
Forward contracts (pay $U.S./receive foreign currency):
Australian dollar . ... ... ... $12,400 $0.55
New Zealand dollar . ...ttt 4,000 $0.48
Buro dollar . . ... ..o 3,460 $0.89
British pound . ... ... 1,250 $1.49
$21,110
Forward contracts with synthetic option (pay $U.S./receive foreign
currency):
Buro dollar . . ... i $ 9,660 $0.97
British pound .. .......... ... e 6,250 $1.59
Australian dollar .. ... .. 6,000 $0.64
New Zealand dollar ...... ... .. i 3,750 $0.43
$25,660

At December 31, 2001 and 2000, the Company had unrealized foreign currency losses associated with
these financial instruments of approximately $0.5 million, and $0.9 million, respectively.

After the unexpected events of September 11, 2001 and the resulting down turn in the travel industry, the
Company took early exit of forward foreign exchange contracts aggregating $5.7 million as it was anticipated
the such contracts would not be needed for the related travel season and the related forecasted transactions
were no longer probable of occurring. The Company recorded a nominal gain as a result of the early
termination of these contracts.

New Accounting Pronouncements

On July 20, 2001, the Financial Accounting Standards Board (FASB) issued Statement No. 141,
Business Combinations (SFAS 141). SFAS 141 establishes new standards for accounting and reporting
requirements for business combinations and requires that the purchase method of accounting be used for all
business combinations initiated after June 30, 2001. Under SFAS 141, use of the pooling-of-interest method is
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prohibited. The Company adopted this statement during the third quarter of fiscal 2001. The adoption of
SFAS 141 did not have a material impact on the Company’s consolidated financial statements.

On July 20, 2001, the FASB issued Statement No. 142 (SFAS 142), Goodwill and Other Intangible
Assets. SFAS 142 changes the accounting for goodwill and certain other intangible assets from an
amortization method to an impairment-only approach. Upon adoption of SFAS 142, goodwill and certain
other intangible assets will be tested at the reporting unit annually and whenever events or circumstances
occur indicating that goodwill and certain other intangible assets might be impaired. Amortization of goodwill
and certain other intangible assets, including goodwill recorded in past business combinations, will cease. The
Company expects that the adoption of SFAS No. 142 will result in a pre-tax increase to net earnings of a
nominal amount for the fiscal year 2002 from the cessation of amortization of previously recorded goodwill and
does not expect to recognize any impairments. The Company has nominal identifiable intangible assets as of
December 31, 2001.

In August 2001, the FASB approved SFAS No. 143, “Accounting for Asset Retirement Obligations”
(“SFAS No. 143”), which will be effective for the fiscal year beginning January 1, 2003. SFAS No. 143
addresses the financial accounting and reporting for obligations associated with the retirement of tangible
long-lived assets and the associated asset retirement costs. In October 2001, the FASB approved SFAS
No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No. 144”), which
supercedes SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets
to be Disposed Of” (“SFAS No. 121”) and the accounting and reporting provisions of APB. No. 30,
“Reporting the Results of Operations — Reporting the Effects of Disposal of a Segment of a Business, and
Extraordinary, Unusual and Infrequently Occurring Events and Transactions” for the disposal of a segment of
a business. SFAS No. 144 retains many of the fundamental provisions of SFAS No. 121, but resolves certain
implementation issues associates with that Statement. SFAS No. 144 will be effective for the fiscal year
beginning January 1, 2002. The Company does not anticipate that the adoption of SFAS No. 143 and SFAS
No. 144 will have a material impact on its financial condition or results of operations.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

The information required by this item is incorporated herein by reference to the section entitled “Market
Risk” in Management’s Discussion and Analysis of Results of Operations and Financial Condition (Part II,
Item 7).

Item 8. Financial Statements and Supplementary Data
Consolidated Financial Statements: See Part IV, Item 14 of this Form 10-K.

[tem 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.
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PART IH

Item 10. Directors and Executive Officers of the Registvant

The information called for by this item is hereby incorporated by reference from the Registrant’s
definitive Proxy Statement for the fiscal year ended December 31, 2001, which Proxy Statement is expected to
be filed with the Securities and Exchange Commission on or about April 16, 2002.

Item 11. Executive Compensation

The information called for by this item is hereby incorporated by reference from the Registrant’s
definitive Proxy Statement for the fiscal year ended December 31, 2001, which Proxy Statement is expected to
be filed with the Securities and Exchange Commission on or about April 16, 2002.

Item 12, Security Ownership of Certain Beneficial Owners and Management

The information called for by this item is hereby incorporated by reference from the Registrant’s
definitive Proxy Statement for the fiscal year ended December 31, 2001, which Proxy Statement is expected to
be filed with the Securities and Exchange Commission on or about April 16, 2002.

Item 13. Certain Relationships and Related Transactions

The information called for by this item is hereby incorporated by reference from the Registrant’s
definitive Proxy Statement for the fiscal year ended December 31, 2001, which Proxy Statement is expected to
be filed with the Securities and Exchange Commission on or about April 16, 2002.
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PART IV

Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K
(a) The following documents are filed as part of this Report:

(1) Consolidated Financial Statements:

Report of Independent ACCOURtantS. .. ... ieiirnn it 28
Consolidated Balance Sheets at December 31, 2001 and 2000...................... 29
Consolidated Statements of Operations for the years ended December 31, 2001, 2000

and 1990 L e 30
Consolidated Statements of Comprehensive Income for the years ended December 31,

2001, 2000, and 1999 . ... e 31
Consolidated Statements of Changes in Stockholders’ Equity for the years ended

December 31, 2001, 2000 and 1999 .. ... .. i e 32
Consolidated Statements of Cash Flows for the years ended December 31, 2001, 2000,

and 1999 .. 33
Notes to Consolidated Financial Statements. .. ... .. ... ... o i, 34 -47

(2) Financial Statement Schedules:

No financial statement schedules are presented as the required information is either not applicable or
included in the Consolidated Financial Statements or notes thereto.

(3) Exhibits

The exhibits listed on the accompanying Exhibit Index are filed as part of this Form 10-K.
(b) Reports on Form 8-K
No reports on Form 8-K were filed during the quarter ended December 31, 2001.
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REPORT OF INDEPENDENT ACCOUNTANTS

Board of Directors and Stockholders
Ambassadors Group, Inc.
Spokane, Washington

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of
operations, of comprehensive income, of changes in stockholder’s equity and of cash flows present fairly, in all
material respects, the financial position of Ambassadors Group, Inc. and its subsidiaries (the Company) at
December 31, 2001 and 2000, and the results of their operations and their cash flows for each of the three
years in the period ended December 31, 2001, in conformity with accounting principles generally accepted in
the United States of America. These financial statements are the responsibility of the Company’s manage-
ment; our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with auditing standards generally accepted in the
United States of America which require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion,

/s/ PRICEWATERHOUSECOOPERS LLP

Portland, Oregon
February 7, 2002, except for Note 9, which is as of February 28, 2002.
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AMBASSADORS GROUP, INC.
CONSOLIDATED BALANCE SHEETS

December 31,

2001

2000

(In thousands,
except share and
per share data)

Assets
Current assets:
Cash and cash equivalents .............. .. it $16,518  $30,303
Restricted cash equivalents. ........ .. i i e 12 112
Available-for-sale SeCUItIES .. ... vttt e e 23,243 41,128
Accounts teceivable . .. ... 143 48
Prepaid program costs and €Xpenses ...t e 1,501 1,006
Deferred INCOME TaXES . .. ..\ttt et e e et ittt et i 301 357
Total CUITENT ASSETS . .o\ttt e e e 41,718 72,954
Property and equipment, NEt. .. ...ttt e 2,457 2,242
Goodwill and covenant not-to-compete, net of $330 and $899 of accumulated
AMOTTIZATION & . o vttt et e e e e 70 5,946
Deferred 1ax asset .. oot 1,878 —
Total ASSELS . . vttt e e e $46,123  $81,142
Liabilities
Current liabilities:
ACCOUNts Payable . ... e $ 2,521 $ 2,076
ACCTUEd BXPISES . « ¢ vttt ettt e e e e 1,709 1,743
Participants’ QepositS « . .. v .ttt e e e 16,551 22,763
Foreign currency exchange contracts .. .........ooiuevtiinneniiineeeeennn., 503 928
Total current liabilities .. ... .. .. . 21,284 27,510
Deferred inCome 1aXes. . ..ot v i e e — 78
Total labilities . ... ... .. 21,284 27,588
Commitments and contingencies (Notes 2, 6, and 12)
Steckholders equity
Preferred stock, $.01 par value; 2,000,000 shares authorized; none issued and
OULSANAING . . ..ottt e — —
Common stock, $.01 par value; authorized, 20,000,000 shares; issued and
outstanding, 9,813,140 shares ... ...ttt 98 98
Additional paid-in capital . ........ . 15,630 26,099
Retained Camrmings . . ..o vutv ittt ettt e e e 9,451 26,956
Accumulated other comprehensive income (loss) .......... ... .. ... ... ... (340) 401
Total stockholder’s equity . ... ...ttt e 24,839 53,554
Total liabilities and stockholder’s equity ......... ... .o, $46,123  $81,142

The accompanying notes are an integral part of the consolidated financial statements.
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AMBASSADORS GROUP, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue ... o e
Operating expenses:
Selling and tour promotion . . .......vvtirnt e
General and administrative . .. ...... ... . o i
Write-down of intangible assets ........................ ... ...

Operating iNCoOMIE . . . ... oottt ettt et

Other income {expense):
Interest and dividend income ............ ... i,

Realized and unrealized gain (loss) on foreign currency exchange
contracts and other, net. . ....... ... ... .. . . i

Income before iNCOME taXes . ..o .v vt e ittt i
Income tax provision ..............iiiiiiiii i

Netincome . .. oot

Earnings per share — basic and diluted:
Net income per share — basic and diluted . ....................

Weighted-average common shares outstanding — basic and diluted

Years Ended December 31,
2001 2000 1999

(In thousands, except share and
per share data

$ 43,414 $ 40,322 § 26,533

15,253 17,177 11,358
9,670 7,816 5,957
5,937 — —

30,860 24,993 17,315

12,554 15,329 9,218
2,099 3,051 773

35 (1,508) 42
2,154 1,543 815

14,708 16,872 10,033

5,220 5,816 3,332

$ 9488 $§ 11,056 § 6,701

$ 097 § 1.13  § 0.68
9,813,140 9,813,140 9,813,140

The accompanying notes are an integral part of the consolidated financial statements.
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AMBASSADORS GROUP, INC. (
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31,
2001 2000 1999
(In thousands)

$9,488 §11,056  $6,701

N GO .« vttt et et e e et e e e e e e e e e e

Unrealized gain (loss) on foreign currency exchange contracts, net of
income tax (provision) benefit of $435, $(372) and $29............. ... (741) 633 (50)

$8,747  $11,689  $6,651

Comprehensive INCOME. ... ..ottt

The accompanying notes are an integral part of the consolidated financial statements.

31




AMBASSADORS GROUP, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDER’S EQUITY

Years Ended December 31,
2001 2000 1999
(In thousands)

Common stock:

Balance, beginning of period . ............ ... ... L $ 98 § 98 §$ 98
Balance, end of period ........ ... e 98 98 08
Additional-paid-in-capital:
Balance, beginning of period ............ 26,099 18,368 8,648
E Contribution from parent COmMpany ..............vveerveerernnn .. — 7.231 10,220
- Distribution to parent company . ............co i (10,469) — —
. Balance, end of PEriod . ... ...ttt 15,630 26,099 18,868
] Retained earnings:
] Balance, beginning of period .. ....... ... . ... i 26,956 15,900 9,199
Nt INCOMIE ... i i e i e e e 9,488 11,056 6,701
Dividend to parent COMPANY .. .. .vovurnneet et enene e (26,993) — —
Balance, end of period . ........ . . 9,451 26,956 15,900
Accumulated other comprehensive income (loss):
Balance, beginning of period ....... ... ... .. . 401 (232) (182)
Other comprehensive income (loss), net of income taxes ............ (741) 633 (50)
Balance, end of period ........ .. ... (340) 401 (232)
Total stockholder's equity ......... ... ..o $ 24,839  §$53554 $34,634

The accompanying notes are an integral part of the consolidated financial statements.
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AMBASSADORS GROUP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,
2001 2000 1999
(In thousands)

Cash flows from operating activities:
Nt INCOMIE .« oottt et e e e e $ 9,488 $ 11,056 § 6,701

Adjustments to reconcile net income to net cash provided by
operating activities:

Depreciation and amortization............... ... ... 926 1,226 817
Write-down of intangible assets............. ... ... .. ... .. ... 5,607 — —
Write-down of investments ............... i, 330 — —_
Deferred income tax benefit ............... . ... ... .. ...... (1,465) (599) (15)
Loss (gain) on foreign currency exchange contracts ............ (36) 1,565 (42)
Unrealized gain on foreign currency exchange contracts ......... (1,565) — —
Other, Net. ..o e e —_ 12 —
Change in assets and liabilities, net of effects of purchase of
subsidiary:
Restricted cash equivalents ....................... ...t 100 — 40
Accounts receivable .. ... ... . (95) 94 1,198
Prepaid program costs and eXpenses . .. ......couuveirnarnn..nn (495) (300) 553
Accounts payable and accrued expenses .............. ... ... 411 1,576 192
Participants’ deposits ... ......c..oitiiii i (6,212) 10,756 252
Net cash provided by (used in) operating activities........... 6,994 25,386 9,696
Cash flows from investing activities:
Purchase of property and equipment ............. ... .. ... ..... (882) (981) (788)
Proceeds from sale of available-for-sale securities ................ 37,885 14,521 9,837
Purchase of available-for-sale securities ......................... (20,000)  (48,949)  (16,537)
Purchase of other investments................... ... ..o in... (320) — —
Cash paid for acquisitior. of subsidiary, net of cash received........ — (3) (1,650)
Payment for covenant-not-to-compete agreement . ................ — (38) (38)
Change in other assets .. ..ottt — 51 1
Net cash provided by (used in) investing activities ........... 16,683 (35,399) (9,215)
Cash flows from financing activities:
Contribution from parent COMPanY . . . ......covnrtetineenneeenn... — 7,231 9,421
Dividend to parent COMpPany ... ......c.uuvirnnirnneenneeenn.. (37,462) — —
Net cash provided by (used in) financing activities ........... (37,462) 7,231 9,421
Net increase (decrease) in cash and cash equivalents ......... (13,785) (2,782) 9,902
Cash and cash equivalents, beginning of period .................. 30,303 33,085 23,183
Cash and cash equivalents, end of period .................. .. ... $ 16,518 $ 30,303 $ 33,085

See Note 7 for non-cash investing and financing activities.

The accompanying notes are an integral part of the consolidated financial statements.
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AMBASSADORS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Company Business and Summary of Significant Accounting Policies
Organization and Basis of Consolidation

Ambassadors Group, Inc. (the Company or the Group) is an educational travel company that organizes
and promotes international educational travel and sports programs for students, athletes and professionals. The
Company was founded in 1967 and was reincorporated in Delaware as Ambassadors Education Group, Inc. in
1995. The Company comprises the operations of the former Education Group segment of its parent,
Ambassadors International, Inc. and changed its name to Ambassadors Group, Inc. during 2001 in
anticipation of its spin off from its parent company (See Note 9).

The consolidated financial statements include the accounts of Ambassadors Group, Inc. and its wholly-
owned subsidiaries, Ambassador Programs, Inc. and Ambassadors Sperts Group, Inc. (Sports Group). The
consolidated financial statements have been carved out from the consolidated financial statements of its parent
using the historical operating results and historical bases of the assets and liabilities of its parent’s business that
Group comprises. Accordingly, the historical financial information presented herein does not necessarily
reflect what the Company’s financial position, operating results and cash flows would have been had Group
been a separate, stand-alone entity during the periods presented. (See also Note 10.) Sports Group
commenced operations in June 1999 with the acquisition of a company engaged in providing youth sports
travel programs. All significant intercompany accounts and transactions are eliminated in consolidation.

The Company has adopted Statement of Financial Accounting Standards (SFAS) No. 131 “Disclosures
about Segments of an Enterprise and Related Information” effective for fiscal years beginning after
December 31, 1997. SFAS No. 131 establishes a framework for segment reporting of s¢lected information.
The Company has determined that it has a single operating segment consisting of the educational travel and
sports programs for students, athletes and professionals. These programs have similar economic characteristics
are similar in the nature of products offered and participants, as well as utilize similar processes for the
marketing of the programs and providing of travel and educational services.

All of the Company’s assets are located in the United States. The Company’s revenues as a percentage of
total revenues were derived from travel programs conducted in the following geographic areas:

Years Ended
December 31,

2001 2000 1999

BUIOPE . .t e e 46% 42% 49%

South Pacific {primarily Australia and New Zealand) ................... 34% 31% 33%

United States. . ...ttt e 7% 8% 9%

Asia (primarily China) .......... .. . 7% 12% 6%

0 111" 6% 7% 3%
Credit Risk

The Company’s financial instruments that are exposed to concentrations of credit risk consist primarily of
cash and cash equivalents, certain investments and trade accounts receivable. The Company places its cash
and temporary cash investments with high credit quality institutions. At times, such balances may be in excess
of the federal depository insurance limit or may be on deposit at institutions which are not covered by this
insurance. The Company believes that its primary trade accounts receivable credit risk exposure is limited as
travel program participants are required to pay for their entire program costs prior to the program departure.

The Company uses foreign currency exchange contracts as part of an overall risk-management strategy.
These instruments are used as a means of mitigating exposure to foreign currency risk connected to
anticipated travel programs. In entering into these contracts, the Company has assumed the risk which might
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AMBASSADCRS GROUP, INC.
NOTES TO CONSCLIDATED FINANCIAL STATEMENTS — (Continued)

arise from the possible inability of counterparties to meet the terms of their contracts. The Company does not
expect any losses as a result of counterparty defaults.

Cash and Cash Equivalents

The Company invests cash in excess of operating requirements in short-term time deposits, money
market instruments, government mutual bond funds and other investments. The Company considers
investments with remaining maturities at date of purchase of three months or less to be cash equivalents.

The Company’s restricted cash equivalents represent certificates of deposit issued in the Company’s name
and held by one airline company as collateral for airfare purchase agreements. Additionally, the Company has
a $3.0 million revolving credit facility for the purpose of issuing letters of credit to several airlines. The facility
expires in August 2002, but allows for letters of credit to be issued through August 2004. At December 31,
2001 and 2000, the Company had letters of credit outstanding of approximately $260,000 and $216,000 under
this facility.

Derivative Financial Instruments

In June 1998, Statement of Financial Accounting Standards No. 133 (SFAS 133), “Accounting for
Derivative Instruments and Hedging Activities” was issued. The Company implemented the Statement on
July 1, 1998. The Statement requires that all derivative instruments be recorded on the balance sheet at fair
value. Changes in the fair value of derivatives are recorded each period in current earnings or other
comprehensive income, depending on whether a derivative is designated as part of a hedge transaction and, if
it is, depending on the type of hedge transaction. For qualifying cash flow hedge transactions in which the
Company is hedging the variability of cash flows related to a forecasted transaction, changes in the fair value
of the derivative instrument are reported in other comprehensive income. The gains and losses on the
derivative instruments that are reported in other comprehensive income are reclassified as earnings in the
periods in which earnings are impacted by the variability of the cash flows of the hedged item. The ineffective
portion of all hedges are recognized in current period earnings. Unrealized gains and losses on foreign currency
exchange contracts that are not qualifying cash flow hedges as defined by SFAS 133 are recorded in the
statements of operations.

Investments

The Company classifies its marketable debt investments as available-for-sale securities, which are carried
at fair value. Unrealized gains and losses on available-for-sale securities are excluded from operations and
reported as accumulated other comprehensive income, net of deferred income taxes. Realized gains and losses
on the sale of available-for-sale securities are recognized on a specific identification basis in the statement of
operations in the period the investments are sold.

During January 2001, the Company purchased a minority interest in Off the Beaten Path LLP. Off the
Beaten Path provides unique adventure travel experiences to a sophisticated clientele throughout the Rocky
Mountains, American Southwest, Alaska and Patagonia. This investment is reported at the lower of cost or
estimated net realizable value. During the year ended December 31, 2001, the Company recorded a loss of
$330,000 representing what the Company’s management believes to be other than temporary decline in the
fair value of this investment.

Property and Equipment

Property and equipment are stated at cost. Cost of maintenance and repairs which do not improve or
extend the lives of the respective assets are expensed currently. Major additions and betterments are
capitalized. Depreciation and amortization are provided over the lesser of the estimated useful lives of the
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respective assets or the lease term (including extensions), using the straight-line method, generally 5 to
7 years.

The Company performs reviews for the impairment of property and equipment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. When
property and equipment are sold or retired, the related cost and accumulated depreciation are removed from
the accounts and any gain or loss is recognized in the statement of income.

Goodwill and Covenant-Not-to-Compete

Goodwill is being amortized using the straight-line method over 30 years. The cost of the covenant-not-
to-compete is amortized using the straight-line method over 5 years, the term of the agreement. The Company
periodically assesses the recoverability of the recorded goodwill based upon the expected undiscounted cash
flows of the business operations that generated the gocdwill. During the fourth quarter of 2001, the Company
recorded a charge related to management’s conclusion that the goodwill was impaired (see Note 12).

Revenue Recognition

The Company bills travel participants in advance, which are recorded as participants’ deposits. The
Company pays for certain direct program costs such as airfare, hotel, rail passes and other program costs in
advance of travel, which are recorded as prepaid program costs and expenses. The Company recognizes travel
revenue and related costs when travel convenes.

Selling and Tour Promotion Expenses

The Company expenses all selling and tour promotion expenses as incurred.

Income Taxes

The asset and liability approach is used to account for income taxes by recognizing deferred tax assets
and liabilities for the expected future tax consequences of temporary differences between the carrying amounts
and the tax bases of assets and liabilities. The Company is included in the consolidated income tax return of its
parent company, Ambassadors International, Inc. The income tax provision recorded in these financial
statements is computed on a separate return basis for the years ended December 31, 2001, 2006 and 1999.

Earnings Per Share

Earnings per share — basic is computed by dividing net income (loss) by the weighted-average number
of common shares outstanding during the period. Earnings per share — diluted is computed by increasing the
weighted-average number of common shares outstanding by the additional common shares that would have
been outstanding if the potentially dilutive common shares had been issued.

In connection with the spin-off transaction and subsequent to December 31, 2001, there were approxi-
mately 1,243,000 stock options granted to employees and directors of the Company. As of the date of grant,
approximately 425,000 options were exercisable. The exercise price of options granted had an exercise price
ranging from $4.83 per share to $17.12 per share. Of the approximate 1,243,000 options granted to employees
and directors, 830,000 options were converted from options originally granted under the parent company.
These converted stock options granted to employees of the Company are intended to provide the employees
with a benefit similar as they had with the parent. The dilutive effect of stock options to the parent was less
than 8% for all periods presented. However, this is not necessarily indicative of the impact on diluted earnings
per share to the Company.

36




AMBASSADORS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Centinued)

Comprehensive Income

Other comprehensive income refers to revenues, expenses, gains and losses that under accounting
principles generally accepted in the United States are included in comprehensive income but are excluded
from net income as these amounts are recorded directly as an adjustment to stockholders’ equity, net of tax.
The Company’s other comprehensive income is composed of unrealized gains and losses on foreign currency
exchange contracts.

Accounting for Stock Options

As permitted by Statement of Financial Accounting Standards No. 123 (SFAS 123), “Accounting for
Stock-Based Compensation,” the Company has chosen to measure compensation cost for stock-based
employee compensation plans using the intrinsic value method of accounting prescribed by Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,” and to provide the disclosure
only requirements of SFAS 123.

No stock options of the Company are outstanding as of December 31, 2001 or 2000. However, subsequent
to December 31, 2001 and in conjunction with the spin-off, the Company granted stock options to its
employees (see Note 7).

Estimates

The preparation of consolidated financial statements requires the Company to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenue and expenses, and related disclosure
of contingent assets and liabilities. On an on-going basis, the Company evaluates its estimates, including
investments, intangible assets, income taxes, derivative financial instruments, and contingencies and litigation.
The Company bases its estimates on historical experience and on various other assumptions that are believed
to be reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may
differ from these estimates under different assumptions or conditions.

New Accounting Pronouncements

On July 20, 2001, the FASB issued SFAS No. 141, Business Combinations. SFAS 141 establishes new
standards for accounting and reporting requirements for business combinations and requires that the purchase
method of accounting be used for all business combinations initiated after June 30, 2001. Use of the pooling-
of-interest method will be prohibited. The Company adopted this statement during the third quarter of fiscal
2001. The adoption of SFAS 141 did not have a material impact on the Company’s consolidated financial
statements.

On July 20, 2001, the Financial Accounting Standards Board (FASB) issued FASB Statement 142
(SFAS 142), Goodwill and Other Intangible Assets. SFAS 142 changes the accounting for goodwill and
certain other intangible assets from an amortization method to an impairment-only approach. Upon Adoption
of SFAS 142, goodwill and certain other intangible assets will be tested at the reporting unit annually and
whenever events or circumstances occur indicating that goodwill and certain other intangible assets might be
impaired. Amortization of goodwill and certain other intangible assets, including goodwill recorded in past
business combinations, will cease. The adoption date for the Company was January 1, 2002. The Company
expects that the adoption of SFAS 142 will result in a pre-tax increase to net earnings of a nominal amount for
the fiscal year 2002 from the cessation of amortization of previously recorded goodwill and does not expect to
recognize any impairments.

In August 2001, the FASB approved SFAS 143, Accounting for Asset Retirement Obligations
(SFAS 143), which will be effective for the fiscal year beginning January 1, 2003. SFAS 143 addresses the
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financial accounting and reporting for obligations associated with the retirement of tangible long-lived assets
and the associated asset retirement costs. In October 2001, the FASB approved SFAS 144, Accounting for the
Impairment or Disposal of Long-Lived Assets (SFAS 144), which supercedes SFAS 121, Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of (SFAS 121) and the
accounting and reporting provisions of APB 30, Reporting the Results of Operations — Reporting the Effects
of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and
Transactions for the disposal of a segment of a business. SFAS 144 retains many of the fundamental
provisions of SFAS 121, but resolves certain implementation issues associated with that Statement. SFAS 144
will be effective for the fiscal year beginning January 1, 2002. The Company does not anticipate that the
adoption of SFAS 143 and SFAS 144 will have a material impact on its financial condition or results of
operations,

2. Derivative Financial Instruments

The substantial majority of the Company’s travel programs take place outside of the United States and
most foreign suppliers require payment in currency other than the U.S. dollar. Accordingly, the Company is
exposed to foreign currency risk relative to changes in foreign currency exchange rates between those
currencies and the U.S. dollar. The Company has a program to provide a hedge against certain of these foreign
currency risks. The Company uses forward contracts which allow the Company to acquire the foreign currency
at a fixed price for a specified period of time. Some of the Company’s forward contracts include a synthetic
component if a pre-determined trigger occurs during the term of the contract. All of the Company’s
derivatives are cash flow hedges of forecasted transactions. The Company has a $50,000,000 credit facility
with a large financial institution through August 2002 to support foreign currency purchases and foreign
exchange forward contracts.

At December 31, 2001, the Company had outstanding forward contracts as follows (in thousands):

Notional
Currency Amount Matures
Forward contracts:
Australian dollar .......... ... ... . $ 9,400  April - June 2002
Eurodollar....... ... ... i 3,460 May - July 2002
Britishpound ........ ... ... 1,250  June - July 2002
$14,110
Forward contracts with synthetic option:
Britishpound ..........coo i .. $ 2,050 March - June 2002
Australiandollar .......... ... ... 2,100  January - July 2002
New Zealand dollar ......... ... ... ... i, 5,150  May - July 2002
$ 9,300
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At December 31, 2000, the Company had outstanding forward contracts as follows (in thousands):

Netional
Currency Amount Matures
Forward contracts:
Australian dollar .......... ... .. $ 3,000 January - April 2001
Australian dollar ........... .. . . 9,400  April - June 2002
New Zealand dollar. . ......... ... ... ... 4,000 May - July 2001
Eurodollar ... ... 3,460 May - July 20602
Britishpound ............ ... . 1,250  June - July 2002
$21,110
Forward contracts with synthetic option:
Burodollar . ... .o $ 6,200  April 2001
Eurodollar ........ ... 3,460 March - May 2002
Britishpound ...... ... 5,000 May 2001
Britishpound ........ ... ... ... ... 1,250  March - June 2002
Australian dollar ......... ... .. ... .. .. 6,600 May - July 2001
New Zealand dollar. ............ .. ... . i i, 3,750  May - June 2002
$25,660

At December 31, 2001 and 2000, the Company had net unrealized losses associated with these financial
instruments of approximately $503,000 and $928,000, respectively. Unrealized losses on forward contracts
recorded in other comprehensive income and expected to be reclassified to revenue during the year ending
December 31, 2002 are approximately $340,000.

Unrealized gains or losses associated with these transactions that qualify as cash flow hedges under SFAS
133 are reported in other comprehensive income. Any realized gains or losses associated with these
transactions are recognized in the Company’s operations in the period the contracts are closed. The net
unrealized gain (loss) reclassified to revenue from other accumulated comprehensive income for the years
ended December 31, 2001 and 2000 was approximately $60,000 and $(232,000), respectively. Income tax
(benefit) on the unrealized gain (loss) reclassified in 2001 and 2000 was approximately $36,000 and
$(137,000), respectively. The Company assesses hedge ineffectiveness on a quarterly basis and records the
gain or loss related to the ineffective portion in the statements of income. During the years ended
December 31, 2001 and 2000, there were no significant amounts recognized in income due to hedge
ineffectiveness.

After the unexpected events of September 11, 2001 and the resulting down turn in the travel industry, the
Company took early exit of forward foreign exchange contracts aggregating $5.7 million as it was anticipated
the such contracts would not be needed for the related travel season and the related forecasted transactions
were no longer probable of occurring. The Company recorded a nominal gain as a result of the early
termination of these contracts.
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3. Investmemts
At December 31, 2001 and December 31, 2000, the cost and estimated fair values of the Company’s

investments in U.S. government and agency obligations were as follows (in thousands):

Gross Gross Fair Value
Unrealized Unrealized Carrying
Cost Gains Lesses Value
December 31, 2001 ............ccooiiiiii... $23,243  $— $— $23,243
December 31,2000 .. .......ooeiiiiii $41,128  $— $— $41,128

At December 31, 2001, the amortized cost and fair value of the available-for-sale securities, by

contractual maturity were as follows (in thousands):
Amortized Fair

Cost Value

One Year OF 1688 .. v it $14,922  $14,922
After one year through five years ............. ... ... i ... 8,321 8,321
$23,243  $23,243

Expected maturities may differ from contractual maturities because issuers may have the right to call or
prepay obligations with or without call or prepayment penalties.

4. Property and Equipment

Property and equipment consists of the following (in thousands):
December 31,

2001 2000
Office furniture, fixtures and equipment ..............coovveerinn ... $ 2,574 § 2,244
3,676 3,327

Computer equipment and software
Leasehold improvements ... ... it 897 694

7,147 6,265
(4,690)  (4,023)

$ 2457 § 2,242

Less accumulated depreciation and amortization . .......................

Depreciation and amortization expense on property and equipment of approximately $668,000, $862,000
and $527,000, for the years ended December 31, 2001, 2000, and 1999, respectively, was included in the

determination of net income.
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5. [Encome Taxes

The provision for income taxes consisted of the following (in thousands):
Years Ended December 31,

2001 2000 1999
Current:
Federal .. ... . e $ 6,135 $6,403  $3,331
S atE . . 550 12 16
Deferred . . ... e (1,465) (599) (15)

$ 5220 $5816 $3,332

Components of the net deferred tax assets and liabilities are as follows (in thousands):

December 31, 2001
Assets Liabilities Total

Accrued vacation and compensation .................... ..., $ 75 $ — $ 175

Depreciation . ... ..ottt e — (92) (92)
Unrealized loss on foreign currency exchange contracts .......... 226 — 226
Amortization of goodwill and non-compete agreement ........... 1,970 — 1,970
Total temporary differences............. ... ... ... $2,271 $(92)  $2,i79
December 31, 2000
Assets Liabilities Total
Accrued vacation ........ ... .. $ 45 $ — $ 45
Depreciation .. ... e — 9D 91)
Unrealized loss on foreign currency exchange contracts .......... 312 — 312
Amortization of goodwill and non-compete agreement ........... 13 — 13
Total temporary differences. ............ ..., $ 370 $(91) § 279

The income tax provision differs from that computed using the federal statutory rate applied to income
before income taxes as follows (in thousands):

Years Ended December 31,

2001 2000 1999
Amount % Amount % Amount %
Provision at the federal statutory rate ............... $5,146  35.0% $5,905 35.0% $3,512 35.0%
State income tax, net of federal benefit ............. 358 2.4 8 0.0 10 0.1
Tax exemptinterest . . ......ooviuinieiieon.. (54) (04) (76) (0.5) (112) (1.1)
Other . .. _(230) (1.5) _ (21) (0.1)  (78) (0.8)

$5,220 35.5% $5,816 34.4% $3,332 33.2%

41




AMBASSADORS GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

6. Commitments and Contingencies

The Company leases office facilities and office equipment under non-cancelable operating leases. At
December 31, 2000, future non-cancelable lease commitments are as follows (in thousands):

Year Ending December 31,

2002 . $ 683
2003 664
2004 .. 577
200 L 115

$2,039

Total rent expense for the years ended December 31, 2001, 2000, and 1999 was approximately $600,000,
$635,000 and $580,000, respectively. The Company may cancel the lease on the corporate office without
penalty (upon one year’s prior notice) and also may extend the term of the lease for an additional ten-year
period upon providing written notice to the lessor at least six months prior to the end of the initial lease term in
2004.

The Company is subject to claims, suits and complaints, which have arisen, in the ordinary course of
business. In the opinion of management and its legal counsel, all matters are adequately covered by insurance
or, if not covered, are without merit or are of such a nature, or involve such amounts as would not have a
material effect on the financial position, cash flows or results of operations of the Company.

7. Stock Plans

Effective November 2001 the Company adopted the 2001 Equity Participation Plan (the Plan). The Plan
provides for the grant of stock options, awards of restricted stock, performance or other awards or stock
appreciation rights to directors, key employees and consultants of the Company. The maximum number of
shares which may be awarded under the Plan is 1.8 million shares. Upon the Company’s spin-off effective
February 28, 2002, the Company granted approximately 1,243,000 stock options to Company employees and
directors pursuant to this Plan (see Note 1).

The stock options and other awards, as converted or adjusted, have the same vesting provisions, option
periods, and other terms and conditions as the Ambassadors International, Inc. options. The number of shares
and exercise price of each stock option were adjusted so that each option has the same ratio of the exercise
price per share to the market value per share, and the same aggregate difference between market value and
exercise price as the Ambassadors International, Inc. stock options prior to the adjustments. No new
measurement date occurred upon conversion of the stock options.
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The following table presents information about the options as of March 1, 2002:
Weighted-Average

Number of Range of Remaining
Shares Exercise Price Exercise Price Life (Years)
Exercisable options ................. 33,100 §$ 483- 5.14 $ 4.88 37
Exercisable options ................. 138,589 514- 6.84 6.08 53
Exercisable options . ................ 92,847 6.85- 8.55 7.79 8.0
Exercisable options ................. 114,454 8.56 - 10.26 8.88 6.4
Exercisable options ................. 17,414 10.27 - 11.98 11.92 6.0
Exercisable options ................. 17,552 13.70 - 15.40 15.37 6.8
Exercisable options ................. 11,019 15.41 -17.12 17.12 6.2
Total exercisable ................. 424,975 4.83-17.12 8.03
Unexercisable options . .............. 26274  $ 5.14- 6.84 $ 6.11 5.3
Unexercisable options .. ............. 154,089 6.85- 8.55 7.86 8.0
Unexercisable options . .............. 31,794 8.56 - 10.26 9.07 6.4
Unexercisable options . .............. 321 10.27 - 11.98 11.90 6.0
Unexercisable options .. ............. 592,417 11.99 - 13.69 12.21 9.8
Unexercisable options ............... 9,365 1370 - 15.40 15.27 6.8
Unexercisable options .. ............. 3,678 1541 -17.12 17.12 6.2
Total unexercisable ............... 817,938 5.14-17.12 10.09
Total all options. ................. 1,242913 § 4.83-17.12 $10.09 8.1

Under the terms of the Plan, options to purchase shares of the Company’s common stock are granted at a
price set by the Compensation Committee of the Board of Directors, not to be less than the par value of a
share of common stock and if granted as performance-based compensation or as incentive stock options, no
less than the fair market value of the stock on the date of grant. The Compensation Committee establishes the
vesting period of the awards. The options may be exercised any time after they are fully vested for a period up
to 10 years from the grant date.

8. Recapitalization of the Company

In April 2001 and February 2002, the Company’s common stock was split and 9,813,140 shares became
issued and outstanding. Therefore, shares outstanding for all periods presented have been retroactively
adjusted for the stock split.

9. Ambassadors Group Spin-off

On January 25, 2002, Ambassador’s Board of Directors formally approved the spin-off plan. The Board of
Directors also declared a dividend of Ambassador’s common stock to the Ambassadors’ stockholders of record
on February 4, 2002. The dividend was distributed after the close of business on February 28, 2002, in the
amount of one share of the Company’s common stock for each outstanding share of Ambassadors common
stock. The distribution of common stock was intended to be tax-free to the Company and to its stockholders,
and Ambassadors has received a favorable Internal Revenue Service private letter ruling to that effect.
Ambassadors distributed all of the Company’s common stock to its stockholders.
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The Company has entered into agreements with Ambassadors that provide for the separation of the
Company’s business operations from Ambassadors. These agreements also govern various interim and ongoing
relationships. During 2002, prior to its spin-off from Ambassadors and pursuant to the Master Separation and
Distribution Agreement, the Company paid to Ambassadors a cash dividend approximating $2.08 per
outstanding share. Ambassadors alsc contributed to the Company a capital contribution approximating
$10.4 million. The trading of the common stock of Group on the Nasdaq National Market began on March 1,
2002 under the ticker symbol “EPAX.” The Company intends to report the effects of the spin-off on assets
and earnings in its next quarterly filing under the Securities Exchange Act of 1934.

10. Allocated Costs

The consolidated financial statements include certain costs incurred by Ambassadors which have been
allocated to the Company. These costs are primarily corporate personnel, finance, travel, marketing and other
general and administrative costs. The costs have been allocated to the Company primarily based on headcount
or revenues of the Company relative to the total consolidated headcount or revenues of Ambassadors
International, Inc. Management believes the cost allocations are reasonable within the consolidated parent
company. If the Company operated as a separate entity without Ambassadors, however, management believes
that these expenses would have increased due to increased costs associated with being a stand alone public
company and the additional personnel costs, marketing costs, and other general administrative costs associated
therewith. Management believes that these expenses would have increased by the following proforma amounts
(unaudited):

Year Ended December 31,

2000 . o $1,242,000
2000 . .. 1,169,000
100 839,000

11. Employee Benefit Plan

The Company’s employees participate in the parent company’s 401 (k) Prefit Sharing Plan (the Plan).
Employees are eligible to participate in the Plan upon six months of service and 21 years of age. Employees
may contribute up to 15% of their salary, subject to the maximum contribution allowed by the Internal
Revenue Service. The Company’s matching contribution is discretionary based upon approval by manage-
ment. Employees are 100% vested in their contributions and vest in Company matching contributions equally
over four years. During the years ended December 31, 2001, 2000, and 1999, the Company contributed
approximately $45,000, $36,000, and $32,000 to the Plan, respectively.

The Company established a separate 401 (k) Profit Sharing Plan for the employees of the Company,
effective March 2002. All Plan assets associated with the employees of the Company will be transferred from
the parent company’s Plan to the new Plan established by the Company.

12. Business Acquisition

In June 1999, the Company acquired certain assets of a company primarily engaged in providing youth
sports travel programs. The total purchase price for the acquisition was $2.5 million plus the issuance of 69,405
shares of Ambassadors International restricted common stock, and certain contingent consideration. Total
assets acquired and liabilities assumed in this acquisition was approximately $2.8 million and $5.7 million,
respectively. Assets acquired consisted primarily of cash, accounts receivables and prepaid expenses.
Liabilities consisted primarily of accounts payable and participant deposits. The common stock issued to effect
the transaction was recorded at its estimated fair value based upon quoted market price adjusted for trading
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restrictions of $800,000. Until the adoption of FAS 142 on January 1, 2002 (see Note 1), goodwill related to
this acquisition of approximately $6.1 million was being amortized over 30 years.

The acquisition has been accounted for using the purchase method of accounting. The results of
operations of the company has been included in the consolidated statements of operations since its date of
acquisition. The following unaudited pro forma summary presents the consolidated results of operations of the
Company as if the 1999 acquisitions had occurred at January 1, 1999 (in thousands except per share data):

1999
REVENUE . . .o $26,548
NEt IMCOME . .ottt e e e e e e $ 5,973
Net income per share — basic and diluted ......... ... ... ... . ... . i $ 0.6l

The above amounts are based upon certain assumptions and estimates which the Company believes are
reasonable and do not reflect any benefit from economies which might be achieved from combined operations.
The pro forma results do not necessarily represent results which would have occurred if the acquisitions had
taken place on the bases assumed above, nor are they indicative of the results of future combined operations.

Principally as a result of the impact of the terrorist acts that occurred on September 11, 2001, the
response by the United States since October 7, 2001, and the resulting negative impact these events have had
on domestic and international air travel, and the travel industry in general, the Company reviewed the carrying
value of long-lived assets associated with certain of its acquisitions and recorded a non-cash charge of
$5.9 million in the fourth quarter of 2001, which represented the impairment of goodwill and other related
intangible assets. This charge is based on the amount by which the book value exceeded the current estimated
fair market value of the goodwill. The current estimated fair market value was determined primarily using the
anticipated cash flows of the operations of the related acquired companies. The impairment charge fully
eliminated the remaining carrying value of the goodwill associated with the acquisition of the company
primarily engaged in providing youth sports travel programs.

13, TFair Value of Financial Instruments

The following disclosure of the estimated fair value of financial instruments is made in accordance with
the requirements of Statement of Financial Accounting Standards No. 107, “Disclosures about Fair Value of
Financial Instruments.” The estimated fair value amounts have been determined using available market
information and appropriate valuation methodologies.

However, considerable judgment is necessarily required to interpret market data and to develop the
estimates of fair value. Accordingly, the estimates presented herein are not necessarily indicative of the
amounts the Company could realize in a current market exchange. The use of different market assumptions
and/or estimation methodologies may have a material effect on the estimated fair value amounts.

The following methods and assumptions were used to estimate the fair value of each class of financial
instrument for which it is practicable to estimate that value. Potential income tax ramifications related to the
realization of unrealized gains and losses that would be incurred in an actual sale and/or settlement have not
been taken into consideration.

Cash and Cash Equivalents — The carrying value of cash and cash equivalents approximates fair value
due to the nature of the cash investments.

Derivatives — The fair value of the Company’s investments in foreign currency forward contracts is based
on quoted market prices and the spot rate of the foreign currencies subject to contracts at period end.
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Available-for-Sale Securities — The fair value of the Company’s investment in debt securities is based on
quoted market prices.
Other Investments — The fair value of other investments is not readily determinable.

The estimated fair values of the financial instruments as of the dates indicated are as follows (in

thousands):
December 31, 2001 December 31, 2000
Carrying Fair Carrying Fair
Amount Value Amount Value
Financial assets:
Cash and cash equivalents ..................... $16,518 $16,518  $30,303  $30,303
Derivatives .. ..o e (503) (503) (928) (928)
Available-for-sale securities .................... 23,243 23,243 41,128 41,128

Limitations — The fair value estimates are made at a discrete point in time based on relevant market
information and information about the financial instruments. Fair value estimates are based on judgments
regarding current economic conditions, risk characteristics of various financial instruments and other factors.
These estimates are subjective in nature and involve uncertainties and matters of significant judgment and,
therefore, cannot be determined with precision. Changes in assumptions could significantly affect the
estimates. Accordingly, the estimates presented herein are not necessarily indicative of what the Company
could realize in a current market exchange.

14. Earnings Per Share

The following table presents a reconciliation of basic and diluted earnings per share (EPS) computations
(in thousands except per share data).
Years Ended December 31,

2001 2000 1999
Numerator:
Net income for basic and diluted earnings per share ........... $9,488 $11,056  $6,701
Denominator:
Weighted-average shares outstanding — basic and diluted ...... 9,813 9,813 9,813
Earnings per share — basic and diluted:
Net income per share — basic and diluted ................. $097 § 113 §$ 068

15. Related Party Transactions

Periodically, the Company transfers excess cash to its parent company as a dividend. The dividends per
share were $2.78 and $0.68 in 2001 and 1998, respectively. During 2002, and before the spin-off from its
parent, the Company transferred $2.08 per share of excess cash to its parent company. Additionally, the parent
company has funded business acquisitions and certain working capital requirements of the Company and has
not charged any interest on these advances. These transactions have been recorded as contributions from the
parent company.
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16, Quarterly Fimancial Data

Summarized quarterly financial data for 2001, 2000, and 1999 is as follows (unaudited, and in thousands
except per share data):
Quarters Ended
March 31 June 30 September 30 December 31

2001

NEtTEVENUES .« .o v et $ 1,939  $20,500 $19,338 $ 1,637
Income (loss) before taxes ................. (2,542) 15,886 12,444 (11,080)
Net income (loss) ........................ (1,677) 10,485 8,212 (7,532)
Earnings (loss) per share................... (0.17) 1.07 0.84 0.77)

Gross program receipts totaled $5.0 million, $58.7 million, $48.5 million, and $4.1 million for the quarters
ended March 31, June 30, and September 30, and December 31, 2001 respectively. Excluding the effect of a
write down of intangible assets, loss before taxes, net loss, and loss per basic and diluted share were
$5.1 million, $3.7 million, and $0.38, respectively, for the quarter ended December 31, 2001.

Quarters Ended
March 31 June 30 September 3G December 31

2000

Netrevenues .......covoviireininnnnnn. $ 181 $15,470 $19,114 $ 5,557
Income (loss) before taxes ................. (3,829) 10,949 11,921 (2,169)
Net income (loss) ........................ (2,509) 7,175 7,901 (1,511)
Earnings (loss) pershare................... (0.26) 0.73 0.81 (0.15)

Gross program receipts totaled $0.2 million, $44.1 million, $51.3 miltion, and $12.2 million for quarters
ended March 31, June 30, September 30, and December 31, 2000, respectively.

Quarters Ended
March 31 June 3¢ September 30 December 31

1999

NEt TEVENUES o v v v e et e e e e $ 259  $11,983 $12,935 $ 1,356
Income (loss) before taxes ................. (3,039) 8,964 7,438 (3,330)
Net income (loss) ..................c...vn. (2,030) 5,987 4,968 (2,224)
Earnings (loss) pershare................... (0.21) 0.61 0.51 (0.23)

Gross program receipts totaled $0.7 million, $32.9 million, $33.7 million, and $4.3 million for quarters
ended March 31, June 30, September 30, and December 31, 1999, respectively.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

AMBASSADORS Groupr, INC.
{Registrant)

By: /s/ JEFFREY D. THOMAS

Jeffrey D. Thomas,
Chief Executive Officer

Date: March 27, 2002

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ JEFFREY D. THOMAS - President, Chief Executive March 27, 2002
Jeffrey D. Thomas Officer and Director

(Principal Executive Officer)

/s/ JoHN A. UEBERROTH Chairman of the Board of Directors March 27, 2002
John A. Ueberroth

/s/ MARGARET M. SESTERO Executive Vice-President, March 27, 2002
Margaret M. Sestero Chief Financial Officer,
and Secretary
(Principal Financial and
Accounting Officer)

/s/  JaMmEes L. EasTON Director March 27, 2002
James L. Easton

fs/ RAFER L. JOHNSON Director March 27, 2002
Rafer L. Johnson

/s/{ JoHN C. SPENCE Director March 27, 2002
John C. Spence

/s/ RicHARD D. C. WHILDEN Director March 27, 2002
Richard D. C. Whilden

/s/ JosepH J. UEBERROTH Director March 27, 2002
Joseph J. Ueberroth

/s/ BRIGITTE M. BREN Director March 27, 2002
Brigitte M. Bren
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INDEX TO EXHIBITS

Description

Master Separation and Distribution Agreement between Ambassadors International, Inc. and the
Registrant incorporated by reference to the Registrant’s Registration Statement on Form 10 initially
filed on November 15, 2001.

Indemnification and Insurance Matters Agreement between Ambassadors International, Inc. and the
Registrant incorporated by reference to the Registrant’s Registration Statement on Form 10 initially
filed on November 15, 2001.

Master Transitional Services Agreement between Ambassadors International, Inc. and the
Registrant incorporated by reference to the Registrant’s Registration Statement on Form 10 initially
filed on November 15, 2001.

Employee Matters Agreement between Ambassadors International, Inc. and the Registrant
incorporated by reference to the Registrant’s Registration Statement on Form 10 initially filed on
November 15, 2001.

Tax Sharing Agreement between Ambassadors International, Inc. and the Registrant incorporated by
reference to the Registrant’s Registration Statement on Form 10 initially filed on November 15,
2001.

Master Confidential Disclosure Agreement between Ambassadors International, Inc. and the
Registrant incorporated by reference to the Registrant’s Registration Statement on Form 10 initially
filed on November 15, 2001.

Credit Facility Agreement between Ambassadors International, Inc. and the Registrant incorporated
by reference to the Registrant’s Registration Statement on Form 10 initially filed on November 13,
2001.

Amended and Restated Certificate of Incorporation of the Registrant incorporated by reference to
the Registrant’s Registration Statement on Form 10 initially filed on November 15, 2001.

Bylaws of the Registrant incorporated by reference to the Registrant’s Registration Statement on
Form 10 initially filed on November 15, 2001.

Form of Common Stock certificate of the Registrant incorporated by reference to the Registrant’s
Registration Statement on Form 10 initially filed on November 15, 2001.

2001 Equity Participation Plan incorporated by reference to the Registrant’s Registration Statement
on Form 10 initially filed on November 15, 2001.

Form of 2001 Equity participation Plan Agreements incorporated by reference to the Registrant’s
Registration Statement on Form 10 initially filed on November 15, 2001.

Form of Indemnification Agreement between the Registrant and each of its executive officers and
directors incorporated by reference to the Registrant’s Registration Statement on Form 10 initially
filed on November 15, 2001.

Commercial Lease Agreement, as amended (Ferrall Street) incorporated by reference to the
Registrant’s Registration Statement on Form 10 initially filed on November 15, 2001.

Subsidiaries of the Registrant incorporated by reference to the Registrant’s Registration Statement
on Form 10 initially filed on November 15, 2001.

Consent of PricewaterhouseCoopers LLP.
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Many thanks to our program parfapants and our traveling assocrales for recording e Ambassador experience Through photographs.
Special thanks to progrom director Keith Currie for shooting thousands of outstanding photos over the years.






